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THE GROWTIHIL OF PUBLIC EXPENDITURES IN THE 
UNITED STATES, 1890-1948 


R. A. MUSGRAVE AND J. M. CULBERTSON * 


HE purpose of this paper is to pre- 

sent some comparable estimates of 
the growth and changing structure of 
public expenditures over the past sixty 
years. Such estimates are not readily 
available.’ 
able interest as a piece of economic his- 
tory and provide perspective on the 
current status of our public expendi- 
ture structure. While our study does 
not purport to offer a detailed analysis 
of expenditure history, it may suffice to 
bring out the most important trends 
and developments during this sixty- 
year period. 


Yet they are of consider- 


Mr. Musgrave is a member and Mr. Culbertson 
a former member of the department of economics 
at the University of Michigan. Mr. Culbertson is 
now with the Board of Governors of the Federal Re- 
serve System. The authors are indebted to the Ex- 
ecutive Board of the Horace H. Rackham School of 
Graduate Studies of the University of Michigan for 
a grant from the Faculty Research Fund, which has 


enabled them to carry out this study. 


1 For a more detailed analysis and somewhat dif- 
ferent approach to the problem, see §. Fabricant, 
The Trend of Government Activity in the United 
States (New York: National 
Research, 1952). This recent study appeared after 


the present essay was completed 


Bureau of Economic 


The present study begins with the 
year 1890, the date of the first detailed 
decennial census on government fi- 
nances, and proceeds in approximately 
ten-year intervals to 1948, a postwar 
year characterized by prosperity and 
relatively low defense expenditures. An 
explanation of the sources and methods 
underlying the estimates is given in the 
appendix. Here it need only be noted 
that the choice of years was determined 
largely by the availability of census 
data and that a considerable amount of 
estimating by indirect methods was re- 
quired in order to ailocate expenditures 
according to a uniform pattern of 
functions. This was the case especially 
for the early years and for the local 
government data. 

Our detailed findings are recorded in 
the appendix tables. They are sum- 
marized in the text tables and discus- 
sion, dealing in turn with the over-all 


level of public expenditures, the pur- 
poses of public expenditures, and the 
distribution of expenditures between 


various levels of government. 
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I, OVER-ALL LEVEL OF PUBLIC income rise. But it is not evident 

EXPENDITURES whether we should expect public ex- 
ae ; penditures to comprise a rising, con- 
As shown in Table 1, total public si stant, or declining fraction of national 
penditures rose from $847 million in Hite 


income. These tendencies have been 
1890 to $49 billion in 1948. This is a 


speculated upon over the years by 
writers—notably Adam Smith, 
little if considered by itself. To be Adolf Wagner, and H. C. Adams— 


60-fold increase, a fact which means many 


TABLE 1 
Pusric EXpeNnpirurkes AND Nev NATIONAL Propuct * 
ALL Levers or GOVERNMENT COMBINED 


Fiscal Years) 


ISUO 1902 1913 1928 1029 1052 IDO 


Exp ndilire 

(Milhons of dollars) 
1. Civilian 7 éalee S 6 $1201 $ 2237 $ 5679 $ 8S22 $9631 $15,501 8 22476 
2. War-Related ft .... 201 336 165 2554 1920 2164 2,509 26,552 


Total S$ S17 $ 15387 $ 2.702 $ 8034 $10,742 S11.795 SISO10 S$ 19.008 


Net National Prod- 
uct 
(Billions of dollars) $11,000 $15,000 $38S.000 $74,000 $95,012) 850.677 $95.003 


Cr penditure 
(Per cent of net 
national product) 

Civilian 4 


ee Qe 
War-Related 4 


11 


Total S‘i 10’, 20% 206% 


* For sources of government expenditure estimates see appendix tables. Net national product 
estimates for IS9O and 1902 are based on the decade averages as estimated by Simon Kuznets, 


National Product Since 1809 New Yo k National Bureau of Ieconomie Re earch, 1946) big- 
ures for 1915 and 1923 are based on “ Estimates of Gross National Product, 1919-1928 ” hy Mary 
S. Painter, Federal Reserve Bulletin, September, 1945, p. 873. Estimates for 1929 and later years 
are those of the Department of Commerce Figures may not add to totals be 


itis 


cause of rounding. 
t War-related Oxy naditure are le fined as those of the militarv establishment, veterans’ be he- 
fits, interest on federal debt incurred for defense purposes, and federal foreign sid in 1948, 


meaningful it must be viewed against who have advanced various “ laws” of 
the background of an about 20-fold expenditure growth.” 
increase in the dollar volume of the na- 


Another reason for considering the 
tion’s total product over the same pe- growth of public expenditures in rela- 
riod. ‘There are various reasons why the 
growth of public expenditures should 


be considered in these relatiy e terms. 


tion to total income arises on the tax 
side of the problem. Rising expendi- 
ae : es tures require a rising tax yield. But 
lo begin with, it is obvious that the ' ‘ : 

’ the burden inherent in a rising tax 
absolute level of public expenditures 


will tend to rise as population increases. 2See Adam Smith, Wealth of Nations, Vol. I, 


Also, it may be expected that the abso- — Fveryman’s Library, 1910, p. 211; Adolt Wagner, 
f Finanzwissenschaft (Berlin, 1883), Vol. I, p. 72 


y ee 7 H. C. Adams, The Science of Finance (New York, 
increase as productivity and per capita — is99 


lute level of public expenditures will 


, 


), Chapter 2 
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vield depends on the required changes 
in the level of tax rafes. And these in 
turn depend upon the level of public 
expenditures relative to that of national 
income. Whichever way we look at 
the matter—be it from the expenditure 
or the tax side—the problem must be 


formulated in relation to the nation’s 
total income. 

Let us consider first the changing 
ratio of public expenditures as a whole 
to this income total, here defined in 
terms of net national product, or gross 
national product minus capital con- 
The 
total public expenditure to net national 
We find 
minor changes but no pronounced trend 
in this ratio from 1890 to 1929, public 


expenditures in the selected years re- 


sumption allowances.” ratio of 


product is shown in Table 1. 


maining at about one-tenth of the na- 
tion’s net product. While inadequate 
information regarding total output ren- 
ders the ratios for the earlier period 
rather indication of 
Fol- 
lowing 1929, the ratio jumped to over 
1932. About the 


ratio applied in 1940 and, following the 


unreliable, this 


stability is nevertheless striking. 
one-fifth in same 
very sharp expansion in government 
expenditures during the war, again pre- 
1948. 
picture, a distinction must be drawn 


vailed in In interpreting this 


between the growth of public expendi- 
tures for civilian purposes on the one 


’ Our definition of public expenditures include: 


' 
transfer payments as well as outlays for goods and 


to net national product 


taken 


penditures to 
first approximati 
more 


level of 


specific comparison 
education expen 
in terms of Constant pric« 


elementary educ won, ane 


EXPENDITURES 99 


side, and tor war-connected purposes 


on the other. 

The ratio of civilian public expendi- 
tures to the nation’s growing net na- 
tional product showed no definite trend 
from the beginning of the period up to 
1929, ranging between 6 and 9 per 
cent. Thereafter, the ratio rose sharply 
from 9 per cent in 1929 to 19 per cent 
in 1932, which was a reflection mainly 
of a falling net national product rather 
than rising public expenditures. How- 
ever, the ratio was consolidated at this 
higher level in the course of the thirties, 
as rising public expenditures kept step 
with the recovery in the nation’s total 
product. From 1940 to 1948 the trend 
of the While 


public civilian expenditures continued 


thirties was reversed. 
to increase in absolute terms, the ratio 
of such expenditures to net national 
product dropped sharply. By 1948 it 
had returned to the predepression level 
of 1929. 

War-connected expenditures are de- 
fined here broadly to include expendi- 
tures for the military establishment 
proper, interest on public debt incurred 
in the course of war finance, as well as 
For 1948, foreign 
aid expenditures are 


veterans’ payments. 
included also. 
W ar-connected expenditures, thus de- 
fined, fluctuated between 1 and 4 per 
cent of net national product for all of 


our years from 1890 to 1940, but in 


1948 this ratio had increased to 11 per 


cent. 

In summary, the stability in the ratio 
of total public expenditures to net na- 
tional product for our pre-1929 years 
was the net result of more or less stable 
ratios for both civilian and war-con- 
nected outlays. The sharp increase in 


the total ratio during the thirties was 
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the result initially of the fall in national 
product and subsequently of the ex- 
pansion of outlays for civilian purposes. 
The absence of change in the ratio be- 
1940 and 1948 was the net re- 
sult of a sharply rising ratio for the 


tween 


war-connected and a sharply falling 
ratio for the civilian component. 
It is interesting in particular to note 


that the civilian expenditure to national 
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economic sense, or both, thereby forc- 
ing a retrenchment in the civilian ex- 
penditures ratio. If this interpretation 
is correct, a reverse tendency might be 
expected if and when military needs les- 
However this may be, we find no 
evidence that the periodic expansion of 
war-connected expenditures has tended 
to induce sympathetic boosts in civilian 


sen. 


outlays. 


TABLE 2 


Posnie Expenpvircures vor War-Revarep Purposes * 


Att Levers or GoveRN MENT COMBINED 


(Fiscal Years) 


1890 


Expenditure 
(Millions of dollars) 
1. National Defense 
2. Veterans’ Benefits 
3. Interest # 

4. Foreign Aid } 


5. Total 
Expenditures 
(Per cent of total) 


6. National Defense 26% 
7. Veterans’ Benetits 56 


H 
1 


Interest f ...... ; IS { 


9. Foreign Aid 4 § § 


10 Total L0O%e = L000 


* For sources of data see appendix tables. 


1913 


100% 


1923 1929 1940 1948 


$ 613 $ 682. $ 738 $1546 $10,085 
OSS 559 G28 572 7.205 
1,056 679 198 391 1,696 
3 3 § 3 4,516 
$2,354 $2,164 $26 53: 


$1,920 509 


26% 86 6206 
29 29 ‘ 23 
15 35 2 15 


8 § § 8 


100% 100% 100% 100% 100% 


Figures may not add to totals because of rounding. 


+ Interest on federal debt incurred for defense purposes. 


t Includes Joans. 


§ No attempt was made to allocate expenditures to this function except in 1948. 


product ratio for 1948 had returned to 
the 1929 level. The downward adjust- 
ment from 1940 to 1948 might be 
viewed as a correction to the unusually 
sharp advance of the thirties, or it 
might be explained by a rival relation- 
ship between the growth of civilian and 
war-connected expenditures. Thus, the 
rise in the ratio of war-connected ex- 
penditures to national product from 
1940 to 1948 might have pre-empted 
taxable capacity, be it in a political or 


Il. CHANGING OBJECTIVES OF PUBLIC 
EXPENDITURES 


We now turn to an examination of 
changes in the purposes of public ex- 
penditures within the war-connected 
and the civilian components. 


War-Connected Expenditures 


War-connected expenditures are 
broken down in Table 2 by major cate- 
gories. The most striking point brought 


out by these figures is the large size of 
y & bf 
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what might be termed “ dead-weight ” 
defense expenditures, those related to 


past wars. Outlays for interest pay- 


and 


amounted to more than half of war-re- 


ments veterans’ benefits have 
lated expenditures in most of the years 
covered, running higher in years closely 
following major wars. Veterans’ bene- 
fits, it appears, are no new feature in 
the expenditure pattern of American 
government. As a percentage of total 


(civilian and war-connected) public 
expenditures, veterans’ payments were 
approximately the same in 1948 as in 
1890. 

Interest payments on war debt, simi- 
larly, have long been a sizable factor. 
With the exception of debt incurred 
during the thirties, practically the en- 
tire federal debt has been a war debt; 
but for the years here considered it was 
not until World War II that war debt 
came to account for over 80 per cent of 
total public debt at all levels of govern- 
ment. 

The only major change in the com- 
position of war-connected expenditures 
has been the recent rise of foreign aid 
expenditures which in 1948 were an 
important item in the federal budget. 
While there may be some debate on this 
point, on balance it seems reasonable to 
classity such expenditures as war-con- 
nected. In part they reflect the need 
for recovery from wartime destruction, 
and in part they are indicative of the 
development of a broader approach to 


the protection of national security. 


Civilian Expenditures 


We turn next to the changing com- 


position of the civilian expenditure 


component. For the time being, ex- 
penditures by all levels of government 


are considered as a whole. 
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Over-all view. Changes in the gen- 
eral pattern of civilian expenditures, 
grouped by major categories, are shown 
in Table 3. 


period, the evidence is blurred by the 


For the earlier part of the 


paucity of data which made it neces- 
sary to allocate a considerable part of 
the expenditure total to the miscellane- 
ous categorv. As the share of the mis- 
cellaneous item declines in subsequent 
years, this results in a somewhat spuri- 
ous growth in the other shares. — It 
should also be noted that broad classifi- 
cations of expenditures, such as those 
used here, necessarily lump together ex- 
penditures which in some respects are 
The detailed 
breakdown of the appendix tables indi- 


quite dissimilar. more 
cates the content of the large groupings. 
It may be observed from Table 3 
that the expenditure pattern shows rela- 
tively little change from 1890 to 1902, 
the rising share of general government 
being due, most likely, to the reduction 
1902 
to 1913 we note a distinct increase in 
the weight of development expendi- 
tures and a sharp drop in the general 
Between 1913 and 
1923 both these tendencies continue, 
but added thereto is a considerable ex- 
pansion in the weight of social welfare 
A comparison of 1923 and 1929 
little 
structure. 


in the residual category. From 


government share. 


items. 
shows expenditure 

During the thirties social 
expenditures 


change in 
welfare increased in 
weight, but this development is largely 
reversed in the forties. A comparison 
between 1929 and 1948, or indeed 1923 
and 1948, shows the same over-all pic- 
ture, notwithstanding a quadrupling of 
The ex- 
penditure structure, in terms of broad 


total civilian expenditures. 


of functions, remained necrly 


groups 


unchanged. 
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As noted above, this stability also ap- 
pears in the ratio of total civilian ex- 


As 


we have seen trom Table 1, this ratio 


Economic development. The share 
of civilian expenditures devoted to pur- 
poses classified under economic develop- 
ment rose steadily from the beginning 
of the century. 


penditures to net national product. 


rose temporarily during the thirties, 
but by 1948 it had returned to about 
the 1929 level. 


Such expenditures ac- 
counted for 13 per cent of total civilian 
outlays in 1902, 20 per cent in 1913, 


TABLE 3 
XPENDITURES FOR CIVILIAN PURPOSES * 


LEVELS OF GOVERNMENT COMBINED 


Fiscal Years) 


1902 


1929 


1932 


1940 


Exp nib ‘ 
(Millions of dollars) 

Regulation and Protection 
Keonomic Deve lopune nt 
Socl il Wi lfare 
Interest 4 
General Goy 
Miscell 


classified 


Total 


ernment 
ind 


ineous 


Expenditure 

(Per cent, of total) 
8. Regulation and 
9, Keonomie De 
10. Social Welfare x oe 
ll. Interest 4 rit 6 
12. General Government O 20 


13 Miscellaneous ind | 


Prots ion 


velopment d 14 


23 IS 


100%; LOO’ 


* For 


‘ Trt rest on debt meur 


oures ol duta see 


ippe ndix tables. 


Regulation and protection. We now 
consider brietly changes in the major 
expenditure functions, beginning with 
regulation and 


this 


protection.’ Outlays 


for function absorbed 


approxi- 
mately LO per cent of total civilian ex- 
penditures for our years trom 1890 to 
1932. the this 
category declined by about a third as 
expenditures tailed to keep pace with 


growth in other areas. 


Thereafter, share of 


1948 


5st § : § 
1.536 
2.580 

328 


936 
2.539 
38621 

G45 
526 966 
126 


79 
625 


85.679 80631 


chs 
~é 
12 3S 
9 { 10 
9 


LOO’ 100 LOO”: 1000 100% 100% 


Figures may not add to totals because of rounding. 
red for purposes other than defense, 


and 27 per cent in 1923. Since then 
they have continued to expand in dol- 
lar terms but have remained about con- 
stant as a share of total civilian outlays. 


Development expenditures through- 


out this period were dominated by out- 


lays for transportation, largely for 
highway facilities, which accounted for 
over 80 per cent of the expenditures in 
this category for our years through 
1929. Thus, the growth of the high- 
way system, related to the development 
of the automobile, explains the drastic 


expansion in the relative importance of 





No. 2 


outlays for economic development dur- 
ing the twenties and provides a striking 
illustration of the impact of technologi- 
cal change on the public budget. Due 
to the growing importance of outlays 
for agriculture and other natural re- 
sources, the transportation share in total 
development expenditure was reduced 
somewhat during the thirties. This 
trend continued during the forties, due 
primarily to a sharp increase in the 
weight of expenditures for the develop- 
ment of natural resources, including 
mainly the energy 
which was in this category. 


atomic program 


Social welfare. Social welfare pro- 
grams as here defined include mainly 
outlays on education, health and sanita- 
tion, recreation, assistance, and_ social 
insurance. Such expenditures amounted 
to about one-third of civilian expendi- 
tures for our years up to World War I. 
By 1923 their share had risen to 40 per 
cent. After little change in relative 
weight during the twenties, welfare ex- 
penditures had expanded to over one- 
half of total civilian outlays at the close 
of the thirties. This trend was reversed 
in the forties when the welfare share 
declined to 45 per cent, a ratio still sub- 
stantially above predepression levels. 
For the years from 1890 to 1932, ex- 
penditures for education accounted for 
60 to 7 


category, but the education share de- 


0 per cent of the social welfare 
clined sharply thereafter. During the 
thirties, education expenditures showed 
little change in dollar terms, v hile as- 
sistance payments of various kinds rose 
sharply. By the end of the thirties, as- 
sistance payments accounted for one- 
half of total expenditures in the social 
welfare category, with social insurance 
payments making up another 10. per 
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cent.” The share of education, in the 
meantime, had fallen to less than one- 
third. This tendency was reversed dur- 
the 
share climbed to over 40 per cent. The 
combined assistance and social security 
shares declined substantially from 1940 
to 1948, while there occurred a shift 
from assistance to social insurance pay- 
ments. 


ing forties when the education 


The dollar level of public expendi- 
tures on education, to be sure, con- 
tinued to rise and in 1948 was nearly 


twice that of 1929. But compared to 


the predepression pattern, the 1948 pic- 


ture remained one of sharp increase in 
the relative importance of social benefit 
payments (assistance and insurance) 
and an equally sharp decrease in the 
relative importance of expenditures on 
education. The picture is similar if we 
consider the place of education expendi- 
the total budget. 
While the share of education rose from 
20 per cent prior to World War I to 


about 30 per cent in the 1920's, it has 


tures in civilian 


since then dropped back to the earlier 
level. Also, we obtain similar results if 


we compare education expenditures 
with the net national product as a 
whole. The ratio of public expendi- 
tures on education to net national prod- 
uct rose from about 1.5 per cent in the 
years before World War I to about 2.5 
per cent in 1929 and more than that 
during the thirties. By 1948 education 
outlays amounted to 1.9 per cent of net 
national product, which was not far 
the pre-World War | ratio. 


Public expenditures on education, far 


above 


irance payment 
is, should not be 
iture total The 
make 


the data given in 


reader who 
the necessary adjust- 


the appendi x 
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from growing at an especially rapid 
rate, have been rather at the short end 
of the total budget expansion.” 
Considering the broad trends in the 
development of social welfare expendi- 
tures, the most important factor of 
change in recent decades has been the 
rise of public assistance payments and 
1929. 
Within this group a further tendency 


social insurance benefits since 
appears for social insurance benefits to 
grow relative to assistance payments, a 
shift which is of some significance for 
tax policy and for the evaluation of the 
level of expenditures. Inasmuch as in- 
surance payments are based upon con- 
tributory financing, they do not draw 
Neverthe- 
less, benefit payments remain part of 


on “ general” tax receipts. 


the general expenditure structure, and 
payroll taxes, though partly contribu- 
tory, are in many respects part of the 
general tax structure. 


Il. SHIPTS BETWEEN 
GOVERNMENT 


LEVELS OF 


So far we have dealt with public ex- 
penditures at all levels of government 
combined. Let us now consider 
changes in the distribution of public 
expenditures among these levels, as well 
as related changes in the purposes of 


expenditures at each level.’ 


Distribution of Total Expenditures 
Among Levels of Government 


The distribution of, public expendi- | 


tures by levels of government is shown 


6 Note that 
1948 are here included under veterans’ benefits. If 
they are included under educ Mion instead, the | 
for 1948 is raised from $4.5 bill billion 


and the ratio ot educ ition expenditures to net na 


veterans’ benefits for education it 


on to $7 


tional product rises from 1.9 to 3.0 per cent. 


7 Grants to lower levels of government for par 


ticular purposes are included as expenditures, while 


luded 


outlays financed from such grants are 
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in Table 4. In the years trom 1890 to 
1932, the federal share in total expendi- 
tures fluctuated between 25 and 35 per 
cent. If civilian expenditures only are 
considered, we find a 
share of about one-tenth 


stable federal 
for all our 
years from 1902 to 1929, together with 
some increase in the state and decline in 
the local share. In all, we have here a 
long period of considerable stability in 
the relative expenditures of the three 
While there was 
a tendency for the state share to rise at 


levels of government. 


the cost of the local share, the shift was 
a moderate one. 


In the thirties this picture of stability 
gives way to violent change. Federal 
expenditures, which in 1929 had 
amounted to 8 per cent of total civilian 
outlays, rose to over 40 per cent in 
1940. This was mostly at the cost of 
the local share, which declined from 70 
to 36 per cent, the state share remain- 
ing about unchanged. As there was 
little change in the relative importance 
of war-connected expenditures during 
this period, the change in total (civilian 
plus war-connected) expenditure shares 
followed that in civilian expenditure 
The meteoric rise of the fed- 
eral and the relative eclipse of the local 


shares. 


budget during the thirties was indeed 
a revolutionary change in our fiscal 
structure. 

Developments during the forties dif- 
fer, depending on whether we consider 
civilian expenditure only or whether 
total (civilian and war-connected) ex- 
penditures are taken into account. The 


federal share in civilian expenditures 
declined from 42 to 35 per cent be- 
tween 1940 and 1948. 
tinct reversal of the trend of the thir- 


This was a dis- 


ties, although the 1948 ratio of 35 per 


cent remained three times as high as the 
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predepression level. The local share 
continued to decline slightly, while 
state expenditures rose in relative im- 
portance, leading by 1948 to an almost 
equal division of civilian expenditures 
among the three levels of government. 
However, developments 


these were 


TABL 


DistRisUTION By LevELS or GOVERNMENT OF CIVILIAN 


(Fiseal Years - 


1S90 1902 


Total Expenditure 
I. Ke deral 

2. State 

3. Local 

4. 


Civilian Expenditure 


5. Federal 

6. State 

¢,. LOCH .. 

Ss Total 
Re 7] dation and 
9 | edet il 


10. State 


ll. Local 
Total 

Ly 

Federal 


LCONMOMUM 


Social Welfare 

17. Federal 

18. State 

19. Local 

20. 

Other Ci 

a. Fed 

y State 
Local 


Tot il 


12 
16 9 


69 79 


100 100 


* For sources of data see appendix tables. 
' Includes general governme nt, musee 
incurred for purposes other than defense, 


Less than 5 per cent 
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overshadowed by the enormous increase 
in the importance of war-related ex- 
penditures. Concentrated entirely at 
the federal level, this led to a further 
sharp expansion (from 50 to nearly 70 
per cent) in the federal share in total 
civilian and war-connected outlays. 


Ii 4 


EXPENDITURES ror Each’ Purpose * 


r Cent of Total) 


1913 1923 1929 1940 1948 


24% 50% 
18 19 


57 ‘ él 


69% 
16 
16 


100 100 


12 
22 


36 


35 


100 


0 
14 
00 
27 
ain) 
min) 


100 


11 ‘ 36 i! 
8 : ‘ 12 18 
8] ) 52 11 


100 100 100 


idd to totals bee 


ssified, 


iuise of rounding. 


not 


in | ithe ln 


ind interest payments on debt 





106 NATIONAL TAX JOURNAL 


Distribution of Functions by Levels of 
Government 


Let us now interpret the changing 
distribution of total civilian expendi- 
tures in terms of changes in the dis- 
tribution of 


particular expenditure 


functions. 

Through 1929 the stability in the 
distribution of total civilian expendi- 
tures among levels of government was 
matched by a fair degree of stability in 
various 


the interlevel distribution of 


expenditure functions. As shown in 
Table 4, the federal share in regulation 
and protection increased somewhat at 
Both the 


federal and the local shares in develop- 


the cost of the local share. 


ment expenditures declined, while the 
state share showed a sharp increase, re- 
flecting again the growing role of high- 
way expenditures. The state share in 
social welfare expenditure showed little 
change, there being a slight rise in the 
local and decline in the federal share. 
In all, this was a period of considerable 
stability, the major factor of change be- 
ing the growth of the highway func- 
tion at the state level. 

Following 1929 


some significant 


changes in the distribution of expendi- 
Most 


important is the increased participation 


ture functions may be observed. 


of the federal government in social wel- 
fare expenditures, the distribution of 
which had been highly stable hereto- 
fore.” The tederal share in social wel- 
fare expenditures rose from 2 per cent 


in 1929 to 42 per cent in 1940, while 


SNote tl 1890, 1902, and 
1913—were al rs 0 it high prosperity A 
1891, 1904, and 


choice of depre ion years such as 


} } 


1908 shown ao higher level of welfare 


seem likely that the 


would have been very different 


might have 
expenditures But it does not 


general picture 
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that of local declined 
from 76 per cent to 34 per cent, and 
the state share showed a slight gain. 


governments 


This assumption of welfare responsibil- 
ities by the federal government in part 
reflected the lack of resources of state 
and local governments to meet welfare 
needs created by the great depression, 
and in part it reflected the social secu- 
rity legislation of the thirties which ex- 
panded federal responsibilities in this 
area. 

The shift in 
accompanied by increased participation 


welfare functions was 
of the federal government in the eco- 
nomic development category, both in 
transportation expenditures and in the 
novel programs of aid to agriculture 
which developed during the depression. 
The federal share here tripled from 
1929 to 1940, whereas that of the lo- 
calities was cut by more than two- 
thirds. Indeed, development expendi- 
tures of localities declined sharply in 
absolute terms both from 1929 to 1932 
1932 to 1940, whereas the 
dollar level of development expendi- 


and from 


tures in the federal budget increased 
five-fold 1929 to 1940. The 
state share in development expenditures 


from 


decreased slightly during the thirties 
but by no means as much as that of 
local governments. 

The declining weight of the federal 
share in total civilian expenditures from 
1940 to 1948 resulted mainly from a 
declining participation in the social wel- 
fare function, as federal expenditures in 
this area declined in absolute terms. 
This was the result not of a relinquish- 
ment by the federal government of the 
new functions assumed during the thir- 
ties but of the much more favorable 
economic situation in which these func- 


tions were being exercised. The federal 
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share in the economic development 
function also declined somewhat as ex- 
pansion in transportation outlays and 
the addition of large outlays for atomic 
energy were partially offset by a large 
reduction in outlays for aid to agricul- 
The local share in both tields also 


while the 


ture. 
declined, 
tinued to rise, reflecting increased ex- 


state share con- 


penditures on highways and education 


programs. 

The shifts among levels of govern- 
ment since the twenties may be sum- 
marized by comparing the pattern for 
1948 with that tor 1929. We find first 
a sharp rise in the federal share in total 
civilian expenditure, based upon a 
greatly increased contribution to social 
welfare expenditure and increased par- 
development 


ticipation in economic 


functions. This was a truly revolu- 
tionary change as it followed a long pe- 
riod during which the federal share in 
civilian expenditure tended to be stable 
or declining, and it was based upon the 
assumption by the federal government 
of important new functions, partially 
substituting for functions earlier per- 
formed by lower levels of government. 

Second, we find that there was a gain 
in the relative importance of state ex- 
penditures, continuing a rather persist- 
ent trend which prevailed since the be- 
1929 to 
1948 this gain was reflected primarily 


ginning of our period. From 
in an increased contribution by states 
to social welfare expenditures, mostly in 
education and assistance payments. 
Prior to 1932 the gain in the state share 
was due to an increasing state contri- 
bution to the development function. 
Third, we find a sharp and continu- 
ous decline in the local share, reflecting 


a shrinking contribution to all major 
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categories, but especially to welfare and 
development. This shift we may at- 
tribute in part to the development of 
new governmental functions, such as 
social insurance and development of 
atomic energy, best suited for exercise 
by higher levels of government; in part 
to the shift in the financing of local ex- 
penditures to higher levels of govern- 
ment through grants-in-aid; and only 
in part to the relative shift in adminis- 
functions from the 


tration of given 


local to the state and federal levels. 


Distribution Among Functions at Each 
Level of Government 


Finally, let us consider the changing 
pattern of civilian expenditure func- 
tions at each level of government. 
This is shown in Table 5. 

In the federal budget for 1913 ap- 
proximately 40 per cent of civilian ex- 
penditures were devoted to general gov- 
ernment; another 40 per cent to eco- 
nomic development, mostly for trans- 
portation and natural resources; about 
15 per cent to social welfare, consisting 
principally of payments for the assist- 
ance of the Indians; and 7 per cent to 
By 1923 a 


sharp expansion in transportation ex- 


regulation and protection. 


penditures had moved up the develop- 
ment share, the decline being in’ the 
weight of general government outlays. 
1923 to 1929 we 


rise in the relative importance of de- 


From find a further 
velopment expenditures, and the share 
of regulation and protection continued 
an advance that was substantial in per- 
centage terms. 

1929 1940 


curred sharp increases in federal ex- 


Between and there Oc- 
penditures of several types, but by far 
the greatest was the expansion of fed- 


eral outlays for public assistance and 
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social insurance benefits from $3 mil- 
lion to over $3 billion, or nearly one- 
half of federal civilian expenditures. 
Despite the addition of a large volume 
of outlays for aid to agriculture, eco- 
nomic development expenditures de- 
clined considerably in relative impor- 
1940 1948 the 
types of expenditures which were en- 


tance. Between and 
larged by the relatively unfavorable 
economic situation of the earlier year 
declined considerably, reducing the rel- 
ative importance of the social welfare 
group. 
ian federal expenditures were divided 


At the end of the period, civil- 


about equally between economic devel- 


TABL 
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opment, social welfare, and all other 
functions. War-related outlays were 
very large compared with earlier peace- 
time for three- 
quarters of federal expenditures. 

The expenditure pattern of state 
governments, as noted above, showed a 


years, accounting 


sharp change over the period from 1913 
to 1929, due to the increasing impor- 
tance of transportation expenditures. 
During the thirties the weight of social 
welfare expenditures expanded, while 
the economic development share de- 
In all, the pattern for 1948 did 
not differ drastically from that for the 


clined. 


twenties. 


| ae) 
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The pattern of local budgets, finally, 
shows as its most important trend a ris- 
ing weight of social welfare and a de- 
clining weight of development and es- 
This 


tendency has persisted more or less con- 


pecially highway expenditures. 


tinuously since 1923, leading in the 
forties to an approximately equal divi- 
sion between social welfare and all other 
expenditures. Notwithstanding grow 
ing social welfare obligations, we have 
seen that the local share in total civilian 
declined 


expenditures continuously 


from 1913 to the end of our period. 
Conclusion 


In concluding, let us consider brietly 
some factors suggested by this survey as 
likely to bear on the future develop- 
ment of government expenditures. 

1. The first and most important fac- 
tor, of course, will be the state of inter- 
national relations. Given a return to a 
more peaceful world, the total expendi- 
ture to net national product ratio may 
again return to the neighborhood of the 
1948 level or move even further toward 
that of 1929. 
of cold war, this is out of the question. 


Given a continued state 


Also, the weight of defense expendi- 
ture will be a decisive factor in the dis- 
tribution of expenditures by levels of 
government. A state of affairs which 
requires high defense outlays is bound 
to mean a relatively large federal bud- 
get. A peaceful world, on the con- 
trary, might witness a resumption of 
the trend of the forties, pointing to- 
ward a rising share of state govern- 
ments in civilian outlays. 

Future 
likely to have a significant influence on 
the development of civilian expendi- 


defense requirements are 
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tures. This tendency may exert itself 


in two ways. By pre-empting the 
people’s willingness and ability to pay 
taxes, higher defense expenditures will 
mean lesser outlays for civilian pur- 
poses. But the aftereffects may differ. 


As defense requirements are reduced 
later on, backlog needs in civilian serv- 
ices may have to be met. Moreover, 
what are considered “ tenable ” or “ de- 
sirable” rates of taxation is, in part at 
least, a matter of custom. High de- 
tense requirements may lead the public 
to adjust themselves to higher levels of 
taxation; and though rates are reduced 
in a subsequent period of peace, the 
level of the government’s civilian ex- 
penditures might nevertheless remain 
higher than it would have been without 
this experience. 

2. A second important factor will be 


Much 


has been said in recent years about the 


the state of economic activity. 


fact that compensatory budget adjust- 


! - . 
ments may take the form of changes in 


tax as well as in expenditure rates. 
This, of course, is correct, but the pos- 
sibility of tax adjustments does not 
eliminate the likelihood and desirability 
Thus, 


there is reason to expect that the level 


of expenditure adjustments. 
of public expenditures, and in particu- 
lar of federal outlays for civilian pur- 
poses, will tend to move inversely to 
the buoyancy of economic activity. 
Changing business conditions, more- 
over, will affect not only the level of 
civilian expenditures but may bear also 
upon Relief re- 
quirements in depressed periods, for in- 


their composition. 
stance, may take the place of increased 
school expenditures which would other- 
wise have been made. The federal 
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weight in total budget expenditures is 
likely to be greater ina depressed econ- 
omy, since the federal government dis- 
poses over greater fiscal resources, in- 
cluding credit, and is more directly 
responsible for the level of economic 
activity. 

3. A third and rather unpredictable 
factor will be the needs created by the 
We 


have seen above how the highway needs 


future of technological change. 


created by the rise of the automobile 


were a major factor of expenditure 
change in the twenties. May similar 
results be produced by the development 
of atomic power, the further progress 
And if so, 


will the technical nature of these re- 


of aviation, and so forth? 


quirements be such as to involve state 
or federal services? Whatever the an- 
swers, considerations of this kind are 
likely to be of major importance in 
future budget patterns. 

4. Finally, there remains the basic 
question of the people’s preferences be- 
tween the use of resources for public 
Undoubt- 


edly, our per capita income will con- 


and for private purposes. 


tinue to grow for a long time to come. 
It would be surprising if the people did 
not want to allocate part of this in- 
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crement to an improved standard of 
living in the area of public services. 
But this leaves open the question, raised 
at the outset of this study, of what will 
happen to the ratio of public expendi- 
Our trends ap- 
pear to show that, for the past sixty 


ture to total income. 


years, this ratio has tended to be fairly 
stable aside from war-related outlays. 
This is interesting to note, but of course 
it does not give assurance that the same 
trend will continue in the future. 

§. To the extent that an expansion 
occurs in civilian expenditure functions 
of the established —type—education, 
public welfare, and so torth—this will 
in many instances be in expenditure 
areas administered traditionally at the 
state and local level. Combined with a 
declining need for defense expenditure 
and with a buoyant level of economic 
activity, this might point to a rising 
weight of state and local expenditure 
components, thus reversing the trend of 
the thirties. The significance of such a 
development, of course, would differ 
depending on whether it was matched 
by a similar shift in weight from the 
federal to the state and local tax struc- 
ture, or whether it was accompanied by 
an expansion of federal grants. 


APPENDIX 


Except where otherwise indicated, the 
following estimates of government expendi- 
tures were compiled by the authors from 
basic government sources. Because of de- 
ficiencies in the basic data, some use had to 
be made of indirect methods in estimating 
certain expenditures and their allocation to 
functions, particularly in the case of the 
smaller This, and 


the fact that in some cases a considerable 


units of government. 


portion of expenditures could not be allo- 
cated among functions, represent signifi- 
cant limitations on the usefulness of the 
estimates. Footnotes to the appendix tables 
indicate the sources of data and some of the 
areas in which they are least satisfactory. 
Due to the very detailed nature of the esti- 
mates for individual items, it is not possible 
to record what procedures were used in 


each case. 
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PUBLIC 


The concept of expenditures used is de- 
signed to arrive at a measure, meaningful 
for individual years, of public funds used 
for particular purposes. The concept used 
is close to the cash expenditure concept, 
differing from it mainly in the following 
respects: (1) The operations of government 
enterprises and credit agencies and all gov- 
ernment loans and repayments (except fed- 
eral foreign aid in 1946 and 1948) are ex- 
cluded, since the large fluctuations occur- 
ring in net outlays of these types would 
distort for particular years the totals for 
particular functions in which they are in 
cluded. If data for net gain or loss on such 


operations were continuously — available, 


these would have been used. However, the 
Post Ofhce deficit is included, shown sepa- 
rately in the economic development cate- 
gory, because this figure is of unambiguous 
significance for a given year and the agency 
(2) In the 


programs, 


is of long-standing importance. 
case of the veterans’ insurance 
the government contribution only is in- 
cluded, on the basis that inclusion of trust 
fund benefits payments met from insurance 
premiums would be inappropriate for the 


type of comparisons being made here. In 
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the case of the eld age and unemployment 
insurance programs, because they have not 


the same voiuntary character, the opposite 


decision was made, and trust fund expendi- 


tures are included in the expenditure total. 
(3) Budgetary, rather than cash, interest 
payments of the federal government are in- 
cluded. 

The classification among functions is on 
the basis of purpose, or predominant mo- 
tive. Thus, for example, expenditures for 
educational aid to veterans and Indians are 
classified according to the group which they 
are intended to benefit rather than as part 
of the general educational program. The 
showing of interest payments as a separate 
category is inappropriate in this context, 
but no feasible alternative was discovered, 
aside from the rather rough division used in 
the text between interest on civilian and 
war debt. 

The system of classification among funce- 
tions is, with minor adaptations, that used 
in Lewis H. Kimmel, Government Costs 


Levels, 


A detailed description of the system 


and Tax Brookings Institution, 


1948. 
may be found in this work. 





THE GROW TIE OF PROPERTY TAX EXEMPTIONS 


MABEI 


HE LIST of exemptions from the 

general property tax has always been 
long and has varied greatly from state 
to state. Also, the reasons for tax ex- 
emptions have been many and varied. 
Government property has usually been 
exempted because of constitutional re- 
strictions or because there is no net gain 
to a jurisdiction taxing its own property. 
Minimum exemptions for heads of fami- 
lies, similar to those for income taxes, 
or a special exemption for widows are 
recognition of the principle of taxpay- 
ing ability. And the policy of encour- 
aging private activities believed to be in 
the interest of the community through 
tax exemptions is widespread, as demon- 
strated by the all but universal exemp- 
tion of the property of private edu- 
cational, religious, and philanthropic 
organizations. 

During the nineteenth century, how- 
ever, there was a movement to widen 
the base of the property tax, and the 
evidence indicates that the percentage 
of the 


national wealth subject to a 


general property tax increased fairly 


steadily. The older taxes on special 


classes of property were consolidated 


into a single general levy, and_ the 
* The in the de- 
partment of economics, sociology, 


at Vassar College 


author is professor of economics 


and anthropology 


NEWCOMER * 


widespread adoption of “ equal and uni- 
form” tax provisions in state consti- 
tutions limited exemptions rather nar- 
rowly. Also, in the second half of the 
nineteenth century, approximately half 
of the exempt public domain was trans- 
ferred to private hands and thus added 
to the tax base. 

Toward the end of the nineteenth 
century there was a slight reversal of 
the trend, the outstanding instance be- 
ing the provision of the Pennsylvania 
Constitution of 1873 that expressly per- 
mitted classification of property for tax- 
New York 
measure substituting special corporation 
taxes for the general property tax on 
But these and 


ation. was in some small 


some classes of property.' 
other small defections did not greatly 
impair the general property tax base. 
During the past fifty years the trend 
toward a general property tax has been 
reversed. Widespread exemptions have 
introduced. Many have 
“equal and uniform” 


been states 
abolished the 
clauses in their constitutions, and there 
has been a somewhat less strict interpre- 
tation of this clause in some of the states 
that still retain it. 
states that have never been restricted by 


Moreover, those 


1 The corporation tax of 1880 exempted the stock 


of the corporations in question from the general 


property tax. 
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such a constitutional provision have 


tended to take advantage of the power 


to differentiate among various types of 


property to a greater extent than for- 
merly. 

The extent to which such exemptions 
have impaired the tax base cannot be 
measured accurately. There are com- 
paratively few records of the value of 
tax-exempt property. Moreover, there 
is some reason to believe that such values 
for exempt property as are reported are 
even less dependable than the assessed 
valuation of taxable property. 

A comparison of assessed values and 
national wealth figures indicates that the 
ratio of assessed to full value for per- 
sonal property has declined more sharply 
than that for real estate.” If all personal 
property, tangible and intangible, were 
taxed under the general property tax as 
originally intended, and the assessments 
for the tax were at full value, the assess- 
ment figure would be very much larger 
than the full value figure, since intangi- 
bles are not included in the estimate of 
national wealth. The value of corporate 
assets, as reported by the Treasury De- 
the 
actual value of personal property in the 
1948. 
Intangibles should reflect all this wealth 


partment, was more than double 


estimates of national wealth for 
and more. Yet assessed values for all 
personal property, tangible and intangi- 
ble, had declined by 1948 to approxi- 
mately 11 per cent of the full value of 
tangible personalty alone. 
2 It de 
and 1948 a 


31 per cent 


mates are fr 
} 


earch, 


pp. 18-1: 


TAX EXEMPTIONS 


Intangible Personal Property 


The greatest decline in the legal tax 
base has undoubtedly come with the re- 
moval of intangible personal property. 
All but three states were attempting to 
tax intangibles under the general prop- 
erty tax at the beginning of this cen- 
tury, but preferential taxation or com- 
plete exemption of intangibles had been 
provided by twenty-one states and the 
District of Columbia 1930. 
Nineteen more states have made such 
provision since 1930, leaving only eight 
states today that attempt to tax the 


before 


greater part of intangible personalty 
Even 
in these states the tax on intangibles is 
In Illinois, for 


under the general property tax.* 


of slight importance. 
example, intangibles accounted for only 
about 5 per cent of the total assessment 
roll in the latest year for which the data 


have been found. In the other states 


for which intangibles are separately re- 
corded in the published reports, it is an 
even smaller percentage of the assess- 
ment roll of the state. Thus it is clear 
that whether the states attempt to in- 
clude intangibles in the general property 
tax base or not, the great bulk of these 


values are not so taxed in fact. This has 


always been true. In fact, the growing 


exemptions are recognition of the failure 


iding line between the states 


ral property tax and 


e of the states included 


» intangibles under the general prop- 


ies Of int igibles are exempt or 


rates; and in few of those in- 


two categories, very small classes 


still subject to the general property 


study mad under the au pices of 


State Governments, the number of 
mong those till intangibles 


(Statle- 


taxing 
ral property tax is only five 


, 1946, p. 97 ) 
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of the general property tax to reach this 
form of property as well as recognition 
of the double taxation which makes the 
inclusion of this property in the tax base 
of questionable equity. But, with the 


increase of intangible values out of 
proportion to the increase in tangible 
wealth and with the growing legal ex- 
emptions, the proportion of the poten- 
tial tax base that is actually reached 


appears to have declined substantially. 
Tangible Personal Property 


Three states, Pennsylvania, New York, 
and Delaware, have exempted all tangi- 
ble personalty as well as intangibles 
from the general property tax, leaving 
only a real estate base for the levy of 


All 


taken this step in the past twenty years, 


variable local rates. three have 
although in practice Delaware had not 
included any appreciable amount of per- 
‘sonal property in the assessment rolls for 
some years before complete exemption 
was provided by law. Many of the 
other states have generous and growing 
exemptions for tangible personalty, in- 
cluding a minimum of household effects 
or complete exemption of business in- 
ventories, tools, and farm = machinery 
and livestock. 

Exemptions or preferential tax rates 
designed to encourage one or another 
form of business activity are frequent 
and varied. Agriculture has been par- 
ticularly favored. Growing crops are 
usually exempted, either specifically or 
through the choice of an assessment date 
at a season when growing crops are at 
a minimum. This exemption is some- 
times extended to harvested crops still in 
the hands of the farmer, or even (in rare 


cases) in the hands of the buyers. It is 


Vor. VI 


also common practice to exempt a mini- 
mum of farm tools, machinery, and 
livestock. Occasionally these are ex- 
empted in full or are given a prefer- 
ential rate of tax or assessment. 
Mechanics’ tools are frequently ex- 
empted, although usually only to the 
value of $100 or $200. 
manufacturers’ 


In a few states 


inventories and even 
machinery and fixtures are exempted or 
given preferential rates of tax or assess- 
ment. For example, in Kentucky ma- 
chinery is exempt from all local taxes.! 
In Ohio it is assessed at 50 per cent of 


full value, whereas other tangible per- 


sonalty is presumably assessed at 100 per 


cent.” Those states taxing no tangible 
personalty whatsoever exempt all such 
property except for machinery incorpo- 
rated in the actual structure and assessed 
as real estate.” 

Assessed valuations are not reported 
in sufficient detail in many states to seg- 
regate tangible and intangible values, 
but such evidence as there is indicates 
that the decline in intangible values, 
either because of new legal exemptions 
or failure on the part of assessors to 
reach this class of property, is chictly 
responsible for the decrease in the ratio 
of personal property assessments to full 
value. 

A comparison of assessments for two 
fairly large classes of personal property, 

4 Such exemptions amounted to about 1 per cent of 


assessed values in 1949. 


Free 1 
5 The assessed value of such tangible personalty is 
not reported separately in the Ohio reports, but if 


1 
one third ot the tangible personality assessments 
1 


up of such property, the 
tead of 


$0 per cent would add about § per cent to the tax 


within city limits is mad 


assessment of this property at 100 per cent ins 


rolls. 
6 The dividing line between real estate and per- 


sonalty varies somewhat from state to state 
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livestock, and merchants’ stock in trade, 
indicates that the ratio of assessed to full 
value of such property has declined in 
approximately the same proportion as 


that for real estate in recent years. The 


median ratio of assessed to full value of 
livestock, using Census of Agriculture 
data for full value, in the nineteen states 
for which assessment data are available, 
declined from 45 per cent in 1935 to 31 
per cent in 1945." For merchants’ stock 
a comparison has been made between 
assessed values in sixteen states and total 
retail sales as reported in the Census of 
Retail Trade 1939 
and 1948. The resulting ratios show a 
downward trend similar to that for live- 
stock.” 

There is some indication that the de- 


for these states in 


cline in assessment ratios for manufac- 
turers’ inventories has been much greater 
than for livestock and merchants’ stock 
in trade, but the available data are too 
fragmentary to be sure. This is an im- 
portant category of personal property, 
and its disappearance from the general 
property tax base would make a sub- 
stanual difference in the total. 

There has been a sharp decline in the 
assessed valuations for personal effects. 
In Iowa the value of household furni- 
ture on the assessment rolls declined 40 
per cent between 1925 and 1950 in spite 
of rising prices, increasing population, 
and a change in the legal ratio of assess- 
from 25 to 60 The 
Nebraska radios was 


ment per cent. 


assessed value of 


TW hike the assessment date 
with the Censu 


from. this 


do not coincide ex- 
dates, any discrepancies which 


both 


actly 


ees 
may arise should be the same in 


periods and therefore not invalidate the comparisor 


3 This comparison can be regarded only as a rough 


indicator of trends since the ratio of inventories 


sales may well vary materially from year to year. 
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1929 and 
1946. Household property in Louisiana 
in 1949 was about one-fourth of its 


cut almost in half between 


1925 value; and “ personal property ” 
(which appears to be personal effects not 
otherwise classified) had declined by 
1949 to 2 per cent of its 1929 value. 
The assessed value of jewelry has de- 
clined steadily in all the states for which 
it continues to be separately listed. 
These trends are the result of assessment 
practices rather than legislation. ‘These 
categories were, however, such a small 
part of the total assessment rolls even 
twenty-five years ago that their com- 
plete disappearance would not materi- 
ally affect the total. 


Real Estate Eve mption 


Real estate comprised approximately 
four-fifths of the total tax base in 1902 
and in 1950. 


been more successfully assessed than per- 


This property has always 


sonalty, and its clear situs together with 
the fact that local taxes are often used 
for that 
benefit the owner of real estate quite 


improvements and services 
directly have made the real estate tax a 
peculiarly suitable local tax. Conse- 
quently, the exemption of real estate 
from the local tax base is a matter of 
local 


greater concern to governments 


than the exemption of personalty. 
Government Property 

The largest part of exempt real estate 
outside of those states with homestead 
exemptions is undoubtedly government 
property. This is an old form of ex- 
emption, and such increases in this cate- 
gory as have occurred in recent years 
are due to increases in the amount of 


such property. Federal and state lands 
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have increased slightly in the past 
twenty years, as a result both of for- 
feiture for nonpayment of taxes, par- 
ticularly in the cut-over areas, and of 
various conservation measures. Also, 
public buildings have multiplied. 
Where large areas are removed from 
the tax base asa result of federal or state 
government ownership, there has been a 
growing tendency to provide some form 
of compensatory payment to the local 
But the reve- 
nues come from other sources than the 
property tax, and the property tax base 
itself has been decreased to this extent. 
Only rarely, as in the case of New York 
State forest lands, are local governments 
permitted to tax public lands at the 


local property tax rate. 


governments concerned. 


In a few states the amount of federal 
property is a substantial proportion of 
the total. 


extensive national forests, the assessed 


In Oregon, for example, with 


value of exempt federal property was 
16 per cent of the assessed value of all 
property, taxable and exempt, in 1950. 
This percentage is relatively small, how- 
In New York State 
in 1948 federal property was only 2 per 


ever, in most states. 


In Massachusetts in 
On 
the contrary, exempt local government 


cent of the total. 
1950 it was just under 3 per cent. 


property was 15 per cent of assessed 
values, taxable and exempt, in New 
York in 1948 and 9 per cent in Massa- 
chusetts in 1950. 

Data on the value of exempt property 
are not available in most states, but, 
with the exception of the District of 
Columbia and a few states with large 
national forests, it is certain that the 
Only 
rarely are state holdings important out- 


bulk of public property is local. 


side the capital city itself. 
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For the United States as a whole, the 
National Bureau of Economic Research 
estimate of national wealth indicates 
that property decreased 
from 12.8 per cent in 1932 to 12.3 per 
cent in 1948. For real estate, the gov- 
ernment share increased from 18.2 per 
cent to 19.7 per cent in this same period. 
These are negligible changes. The pro- 
portion of the total wealth represented 
by public property is substantial, and 


government 


the absolute increase in recent years has 
been large. But, contrary to popular 
belief, the increase in private wealth 
appears to have kept pace with it. 


Industrial Real Estate 


The exemption of the real estate of 
business concerns occurs less frequently 
than the exemption of their personal 
property; and when exemptions are 
granted, they are usually for a limited 
period. Severance taxes have replaced 
real estate taxes for a substantial part of 
our forest and mineral lands, and home- 
stead exemptions cover some farms; but 
the so-called industrial exemption ap- 
plying to real estate differs from these 
in being granted for a limited period, 
commonly five or ten years, and in most 
instances being left to the option of local 
authorities. The purpose is to attract 
new industries, and the assumption is 
that once these are well established, they 


will increase the tax base. Legislation 


providing for such exemptions is found 
for the most part in the South, although 
some of the New England states also 
the 


device to encourage 


have used 
industry. 

This form of exemption was found in 
sixteen states before the depression of 
the thirties. Only one state was added 


to the list during the 1930's and one 





No. 2] PROPERTY 
during the 1940's. But many of the 
states that had introduced such legisla- 
tion earlier extended its application dur- 
ing the depression, and the municipali- 
ties began to take advantage of it in that 
period to a greater extent than formerly. 
Consequently, it has grown substantially 
in importance in recent years. 

Very little material is available to 
indicate the importance of this exemp- 
tion. In Louisiana, however, where state 
authorities may approve ten-year ex- 
emptions for new plants, in addition to 
the usual five-year exemption at the 
option of municipalities, these exemp- 
tions bulk very large. For the state as 
a whole they amounted to 19 per cent 
of the assessed value of taxable property 
in 1950. 
much larger. To illustrate, in East Baton 
Rouge Parish in 1949 the value reported 
for exempt manufacturing property was 


In some counties they are 


more than 50 per cent of the assessed 
value of taxable property, and in Cal- 
casieu Parish the value of such exempt 


property exceeded the assessed value of 
taxable property.” 
are for a limited period. 


These exemptions 
Also, the 
period during which state authorities 
may grant such exemptions is limited, 
although this limit has been extended 
from time to time. 

Studies of the effects of such exemp- 
tions in specific communities all indicate 
that they have not achieved their aim. 
Industries that have been attracted to a 
specific locality by temporary exemp- 
tions have usually been as temporary as 
the exemption. They do not result in 
permanent impairment of the tax base, 
however, since they lapse after a period 


of years. And any time that the local 


ssion, Biennial Report, 


TAX EXEMPTIONS 121 


authorities concerned are convinced that 
they are ineffective, they can cease of- 
fering them to new concerns. 

It should be noted, however, that in 
the two Louisiana parishes cited there 
has been a marked growth in the past 
decade of heavy industry, mostly oil re- 
fineries and chemical plants. This is no 
ephemeral development. ‘The only ques- 
tion that can be raised is whether new 
plants were located here for the sake of 
local property tax exemption. Actually, 
the location of heavy industries such as 
these is more likely to be determined by 
transportation facilities and source of 
raw materials than by temporary tax 
exemption. 


Homestead Exemptions 


The exemption or preferential taxa- 
tion of homesteads has encroached on 
the tax base of several states during the 
past twenty years far more than any 
other form of exemption. Similar but 
small exemptions for personal property, 
or personal property and real estate 
combined, have existed in some states 
for many years. New Mexico, for ex- 
ample, has a $200 head-of-a-family ex- 
emption; Arizona has a $2,000 widow’s 
exemption which was responsible for a 
larger amount of exempt property be- 
fore World War If than the veterans’ 
exemption; and North Dakota has ex- 
empted all farm improvements since 
1918.'") Buta substantial exemption for 


all small home owners is a depression 


10 °T] per cent of tl 


ese amounted to 3.5 


ssment roll the year before this exempt 
tive However, if 

asse ed and taxed att 

estimated that 

would be incre 

tion in 1950 

ing t rat 

land 


Dakota in 1 
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phenomenon. It appeared first in 1933 
and spread to thirteen states in the 
course of five years. 

Homestead exemptions have been de- 
scribed and evaluated so often that no 


detailed description or discussion is given 
here. The principal types of tax reduc- 
tion or exemption are noted only as 
they relate to the problem under con- 
sideration—the extent to which they 


have curtailed local powers of taxing 
property. 

In three states the exemption applies 
only to the state tax. This tax has been 
discontinued in one state, thus nullify- 
ing the tax concession completely, and 
In the re- 
maining states, where the exemption 
applies to part or all of the local tax 
levies, the exemption is a substantial 


it is negligible in another. 


concession. 

West Virginia has granted no outright 
exemption but has placed a lower tax 
limit on homesteads than on other prop- 
erty. This gives properties in high-rate 
areas a greater advantage than proper- 
tics in low-rate areas. In practice, how- 
ever, this has proved highly beneficial 
to most owners of homestead property, 
with corresponding penalties on non- 
For both 
(the 
limits are higher on the former) the 


homestead property owners. 
urban and rural properties tax 
average rate on homestead property was 
half that on 
1949, 


have increased somewhat since the carly 


less than nonhomestead 


property in Although tax rates 
years of the homestead provision, the 
ratio between homestead tax rates and 
nonhomestead tax rates has not changed 
The 


homestead property was 19.2 per cent 


appreciably. assessed value” of 


of total assessed valuations in 1949. It 
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is estimated that the tax rate on non- 
homestead property in this year aver- 
aged 10 per cent higher for rural and 
16 per cent higher for urban property 
than it would have averaged if the same 
taxes had been spread evenly over home- 
stead and nonhomestead property." 
Minnesota assesses homestead proper- 
ties at a lower percentage of full value 
Unlike 


the West Virginia measure, this gives the 


than other similar properties. 


owner of a homestead the same differen- 
tial advantage in all tax districts and at 
all times, regardless of variations in the 
tax rates. This, too, has proved highly 
advantageous to homestead owners. A 
study made by the Minnesota Institute 
of Governmental Research states that 
the homestead exemption was responsi- 
ble for a decrease of nearly 9 per cent 
in real estate assessments when it was 
And whereas taxes on 
property decreased 14. per 
cent between 1933 and 1934, taxes on 
nonhomestead property increased 22 per 


introduced. '* 


homestead 


cent. The proportion of homestead 
property has increased since, from 30 
per cent of full value of all taxable real 
estate in 1936 to 41 per cent in 1950, 
the the 
shrinking proportion of nonhomestead 
The tax 
urban nonhomestead properties was 22 
per cent higher in 1948 than it would 
have been if the same amount of taxes 


thus increasing burden on 


property. average rate on 


levied on homestead and nonhomestead 
properties had been spread equally over 
both types of property. On the same 
ll Wh re no otherw sce indicat d, 
been made from data published in the reports 
finance othcrals 
Governmental Research Bulletin, 
16-17 


12 State 
1948, pp 
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assumption the tax rate on nonhome- 
stead properties in rural areas was 15 per 
cent higher on the average in this same 
year than it would have been without 
the homestead reduction. 


The usual form of homestead exemp- 


tion is the exemption of a flat amount 
from part or all of the state and local 
levies. Some of these apply only if the 
total the 
Others apply to homesteads of any 


value of property is small. 


value. The most generous exemption 
appears to be that in Florida which ex- 
empts the first $5,000 of homestead 
property from all state and local taxes 
except those required for servicing old 
debts."” Mississippi also has a $5,000 
exemption for state, county, road, and 
school district taxes, but not for munici- 
pal taxes. Data on the amount of home- 
stead property exempted in Mississippi 
have not been found, but in Florida the 
exempt homestead property accounted 
for 28 per cent of all property, taxable 
and exempt, in 1950. The average tax 
rate in this year on nonhomestead prop- 
erty was 30 per cent higher than it 
would have been if the same taxes had 
been spread equally over all property, 
making due allowance for the taxes for 
debt 
types of property. 


service that are levied on both 

Oklahoma exempts rural property to 
the extent of 160 acres and urban prop- 
Although 


this is a much more modest exemption 


erty to the extent of $1,000. 


than that in Florida, it still puts a sub- 


stantial burden on the nonhomestead 


exemption 
parison 
emption if 
average Will 


that a 
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The average tax rate 
on such property was 17 per cent higher 
in 1947 than it would have been had the 
same levies been spread over all proper- 


property owner. 


ties equally. 

Louisiana has a $2,000 exemption ap- 
plying to state and most local taxes, but 
conditioned on the amount of revenues 
available from a state homestead exemp- 
In 1949 these amounted to 
$10.5 million. The homestead exemp- 
tion fund comes from earmarked state 


tion fund. 


taxes other than the general property 
tax, but since the state had a general 
property tax levy in 1949 of approxi- 
mately the same amount as the exemp- 
tion fund, the practical effect of the 
exemption appears to be an increase in 
the property 
It is estimated that the taxes 


levies on nonhomestead 
owners. 
on these nonhomestead property owners 
were 16 per cent higher than they would 
have been in this year if the state had 
levied no property tax and local govern- 
ments had obtained the same sums re- 
ceived from property taxes and the state 
fund from local levies spread evenly 
over homestead and nonhomestead prop- 
erties. In 1950 the state homestead ex- 
emption relict payments increased more 
than the state property levy, but the 
state levy was sufhcient to cover more 
than four-fitths of it. 

The lowa homestead exemption, which 
holds only to the extent that the state 
homestead credit fund fills the gap, does 
not pyramid the burden on other prop- 
erty holders. It shifts the cost to other 
taxes. [The homestead credit fund might 
be converted, however, into a general 
property tax relief fund, such as is 
found in several states, thus giving the 
same tax relief to nonhomestead prop- 
as to homestead It 1s 


erty property. 


estimated that the average tax rate on 
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nonhomestead property in 1949 was 14 
per cent higher than it would have been 
had the homestead credit fund been used 
for general tax relief. 

Wyoming also provides a homestead 
property exemption fund. This does 
not come from earmarked taxes, and the 
state general property tax levy exceeds 
the amount of the homestead fund. If 
the state property tax were to be re- 


duced by the amount of the exemption 
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Taking the United States as a whole, 
the homestead exemption is not large. 
Really substantial exemptions are limited 
to a few states, and there is little indi- 
cation that this form of preferential 
taxation is likely to spread to other 
But in 
creased materially the property tax bur- 


states. a few states it has in- 
den on the property owners who have 
not been thus favored. The state aver- 


ages in Table 1 do not tell the full story. 


TABLE: 1 


Kerker OF 


Percentage by Which Exemption 
Has Increased Taxes on Non- 
homestead Property 


Rural 


Florida 
Minne 
Oklahomit 
Lousiana 
West Virginia 


low i 


1950 
1950 
1917 
1949 
149 
1949 


oti 


* It is 
relief fund 
Ve 


assumed that homestead property 


terans exemption is included 


fund and the homestead exempticn 
abolished, there would be an appreciable 
reduction in the taxes paid by nonhome- 
stead property owners, although the dif- 
ferential would be much smaller than 
those listed above. 

The states included in Table 1 are 
those with homestead exemptions of 
$1,000 or more that apply to most or 
all municipal taxes as well as to state, 
county, and special district taxes. In 
the other states for which data are avail- 
able, the exemption is much less impor- 
tant than in these; and there is every 
reason to believe that this is true, also, 
for the states that do not publish sufh- 


cient data to make any comparison. 


Urban 


exemption 


Homestreap EXEMPTIONS IN SELECTED STATES 


Percent ige by Which Total 
Tax Levies Would Be In- 
CrOULSE d li Home steads 
Were to Be Taxed 

toa ; at Same Rate as 
All Property Other Property 


30% 260% 


19 13 
17 
16 * 4 


l 
l 
14 1; 
1: 


14* 


fund is used gener 


For example, in Minnesota the tax con- 
cession applies to approximately 40 per 
cent of the taxable reai estate as a whole, 
but in Pine County it amounted, in 


ad 


1950, to more than 70 per cent of all 


taxable real estate. If, as is generally 
agreed, these exemptions do not con- 
form to standards of tax equity, it is 
reasonable to assume not only that the 
property tax base could be materially 
increased by their repeal but that the 
tax itself would be more equitably dis- 
tributed. Whether this would result in 
reducing taxes to nonhomestead prop- 
erty owners or increasing the taxes 
available to local authorities would de- 


pend on local needs and wishes. 
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Veterans’ Exemptions 


The veterans’ exemption is not new, 
but it has been greatly extended since 
the war, partly because of the increase 
partly 


in the number of 


through new legislation providing for 


veterans, 
new or increased exemptions. Some of 
the veterans’ exemptions follow the pat- 
tern of the homestead exemption. Lou- 
isiana, which has both types of exemp- 
tion, provides a higher exemption for 
veterans’ homes than for other home- 
steads—$5,000 as compared with $2,000. 
The usual exemption is a flat sum, appli- 
cable both to personal property and real 
estate. In most cases it applies to all 
property tax levies, and in all cases it 
applies to some local levies as well as to 
state levies. 

Disabled veterans usually get special 
consideration. In fact, many of the ex- 
emptions apply only to the property of 
disabled veterans. Sixteen states pro- 
vide exemptions for able-bodied veterans, 
whereas twenty-four states provide for 
disabled veterans. The amount of ex- 
emption most frequently fou’ .d is $1,000 
for able-bodied veterans and $2,000 for 
disabled veterans, but some are as high 
as $5,000. 

Most of the states do not publish data 
showing the extent to which this ex- 
emption has reduced the tax base, but 
for those which exempt only the prop- 
erty of disabled veterans it can be 
assumed that the reduction is negligible. 
Such data as have been found for states 
in which the exemption applies to able- 
Table 2. 


This indicates that they are an apprecia- 


bodied veterans are given in 


ble factor in these states and that the 
increase following World War II has 


been considerable. 
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In addition to the exemptions for 
individuals, about half of the states ex- 
empt the property of veterans’ organi- 
zations. Most of these exemptions are 


of long standing, but the amount of 


property affected has greatly increased. 


TABLE 2 
PeRceNTAGE or Assessep VALUES REPRESENTED 
BY Vererans’ Exemptions 


Ps reentage 
of Total 
Assessed 

Valuation * 


Exemption 
Applying 
to Able - 
Bodied 
I92 1959 «Veterans 

Arizon i 
Cahtornia 


17% $2,000 
Wyoming j K iy 

2 

l 


! 1,000 
2,000 
2.000 
1.000 
6 500 


New Mexico 
New Hampshire 


low i 


*In computing this percentage the value of 
such exempt property as the states record was 
added to the assesse d value of t iX ible prope rty 

* 1DHS 

£1949 


There is also a tendency to extend to 
veterans consideration not contemplated 
by the law in the form of lower assess- 
ments than those granted to nonveteran 
property owners. Assessors often admit 
this to be true “ because they need a 
break ” or “ because they paid too much 
for their homes.”” In the nature of the 
case this form of tax concession cannot 
be measured. 

The legal veterans’ exemptions affect 
more states than the homestead exemp- 
tions, but they are of much smaller pro- 
portions. Moreover, barring another 
major war, they will probably decline 
The 


exemptions resulting from World War I 


rather than increase in the future. 


had become stationary, and even showed 
signs of declining, by the beginning of 


World War II. However, they will 
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probably continue as an appreciable fac- 
tor in decreasing the tax base for a 


period of twenty years. 
Housing Exemptions 


A growing category of tax-exempt 
real estate consists of low-rent housing 
notably 


developments. Some of these 


the war housing projects—are owned by 
the federal government and thus add to 
the total of tax-exempt property. Pro- 
vision has been made, however, for pay- 
ments in licu of taxes to the full amount 
of such taxes. Most of the exemptions 
for which there is no direct reimburse- 
ment are for the low-rent developments 
built under the United States Housing 
Act of 1937. 
ing such developments have had_ the 


Municipalities undertak - 


choice of subsidizing them to the extent 
of the local obligation from general 
revenues or by granting tax exemption. 
In most instances they have chosen the 
latter alternative. Where such projects 
do away with a blighted area, it is quite 
possible to argue that the increase in real 
estate values in the neighborhood and 
possible reductions in costs of other city 
services will be sufficient to prevent any 
added 


owners in the municipality. 


tax burden on other property 
Even if it 
does result in added taxes elsewhere, it 
But the fact 


remains that one more category of tax- 


may still be defensible. 


exempt property has been introduced, 
and the property tax has become less 
“general” accordingly. To date the 
value of these tax-exempt properties is 
not large, but it may well become a sub- 


stantial amount in the future."* 


141m) New York State in 


amounted to approximately 2 per cent of all tax- 


1949 these exemptions 


exempt real estate 
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Some states have also granted exemp- 
tions or permitted municipal authorities 
to grant exemptions for limited periods 
for privately built new housing or im- 
Such legis- 
lation has normally been passed when 


provements to old housing. 


there has been an acute housing short- 
age, notably after World Wars I and IL. 
These exemptions are limited both in the 
number of years for which the houses 
qualifying will receive exemption (nor- 
mally ten years) and in the period in 
which new housing will be encouraged 
by this device. Thus they do not con- 
stitute a permanent and growing cate- 
gory of exempt real estate. 


Conclusions 


So many factors influence assessments 
and levies that the effects of increased 
exemptions from the tax base cannot be 
isolated. In order to ascertain whether 
they have had any measurable effect, the 
individual states have been grouped, for 
1930 and 1950, in the following cate- 
(1) tax limit states, (2) home- 
(3) 
property exemption states, and (4) all 


gories 


stead exemption states, personal 


others.!” 

The changes in assessed values in this 
twenty-year period vary greatly among 
the different categories, but the differ- 
ences are of little significance in view 
of the erratic nature of the assessments. 


15 Group 1 comprises Alabama, Arkansas, Indiana, 
Kentucky, Michigan, Nevada, New Mexico, Ohio, 
Oklahoma, Rhode Island, Washington, and West Vir- 
ginia hese are the states limits or 

} 


uch comprehe 


with over all 
1 } 
nsive specific limits that al imp yrrtant 


! 
i 
4 


levies are subject to tax limits. Group 2 comprises 
Florida, Georgia, Iowa, Louisiana, Minnesota, Missis- 
sippi, Oklahoma, West Virginia, and Wyoming Two 
of these states are also in Group 1. States with home- 
stead exemptions applying to state levies only have 
not been included Delaware, 


New York, and Pennsylvania 


Group 3 comprises 





No. 


2 PROPERTY TAX 
Stringent tax limits cannot be held re- 

sponsible for the smaller increase in 

assessments in Group | than in Group 4. 

And of the decrease 
assessed for the 
Group 3 can be attributed to the ex- 
of property, the 
assessed value of real estate alone was 
slightly lower in 1950 than in 1930. 


while most in 


valuations states in 


emption personal 


Also, the surprising fact that the great- 


est’ increase in assessments appears in 


TABI 


Nor Prorverry Tax Trenps 


Howes 


CoMPaAnt 
PrEr 


OTHER 


PAD EXEMPTIONS 


AND ALI 


Cirouy l 


Increase in assessed valuation 
Increase in property tax levies 
Increase in levies pe r capita cees 
Tax percentage individual 
Income pavinents: 
1930 
1050 
Per capita 
1930 
1950 


of 


as 


tax 
SHO.S6 


* 3.6 per cent omitting Florida and lows 


the states with homestead exemptions is 
not, of course, related to the fact of 
It is due to the 

the 
assessed to true value resulting from 


homestead exemptions. 


substantial increases in ratio of 
special state measures in Florida and 
Iowa. The increase in assessed values in 
the other seven states was 4 per cent 
less than the increases in Groups I and 4. 
The increases in tax levies in these 
States are probably more closely related 
than the assessments to the tax limits 
and exemptions. The smallest increase 
is found in the tax-limit states and the 


greatest in the states with no extensive 


IN 9] 
ONAT 


STATES 


EXEMPTIONS 
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When 


per Capita taxes are compared, an actual 


new exemptions or tax limits. 


decrease is found in the tax-limit states. 
When per- 


centage of income, it is found that taxes 


taxes are measured as a 


> 


“+ 


in Groups 1, 2, and 3 were a smaller 
of 1950 


taxes in Group 4, although the applica- 


percentage Income nM than 


tion of this same measure to 1930 taxes 
places Group 4 second from the bottom. 
These ratios are given in Table 3. 

Pan) 
| aS 


‘es With Comprenensive TAx Limits 


Proverry EXEMPTIONS 


1930-1950 


(aroup 2 Group 3 


Croup 4 


Personal 
Home ste id hy 2 ‘ 
' Properly 
PXeTAption 
Ss! 


All Othe 


In summary, these comparisons indi- 
that both 
particularly 


and 
latter 


cate exemptions 


the 


tax 
limits have 
been influential in reducing the total of 
property taxes. 

The reasons for growing exemptions 
from the property tax base are as varied 
as the exemptions themselves. The pri- 
mary reason for the exemption of in- 
tangible property appears to be the difth- 
culty of administering the tax, enforced 
by the doubtful equity of this form of 
taxation. For tangible personalty such 
as houschold furniture and personal 


effects, there is also a problem of admin- 
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istration coupled with the fact that the 
potential tax revenues are small in pro- 
portion to the administrative cost. Busi- 
ness personalty, whether farm livestock 
and machinery, industrial machinery, or 
manufacturers’ and merchants’ inven- 
tories, amounts to important sums, and 
for these the difficulties of administra- 
tion are not insuperable. Market values 
are more readily obtainable for this type 
of property than for real estate itself; 
this factor offsets in some measure the 
disadvantages, as compared with real 
estate, of geographic mobility and day- 
to-day variations in quantity. 

Such evidence as has been found indi- 
cates that in the great majority of states 
still attempting to reach such property 
as merchants’ stock and farm livestock, 
the ratio of assessed to full value is lower 
than for real estate, although it has not 
declined more rapidly in recent years 
than the real estate ratio. There is, how- 
ever, the possibility of adding relatively 
more to the tax base here than to the 
real estate base just because the ratio is 
lower. There that 
efforts to reach manufacturers’ inven- 
tories have relaxed considerably during 
this period, perhaps as part of the cam- 
paign to attract manufacturing estab- 
lishments to particular localities; but, as 
noted earlier, the data are too limited to 


is some evidence 


be sure. 

For real estate itself, the decline in the 
ratio of assessed to full value is partly 
the result of the lag in assessment values 
and partly the growing exemption of 
Prop- 
erty taxes increased much faster than 
wealth in the period 1912 to 1929, but 
in recent years the reverse has been true. 
If the property taxes levied in 1912 and 
1948, respectively, had been spread 


favored categories of real estate. 


equally over all private wealth in the 
United States, the tax rate would have 
been lower in 1948 than in 1912. 
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The rapid increase in property taxes 
in the years immediately following 
World War I, followed by the collapse 
in values in the 1930’s, led to a revolt 
against this tax. The was 
partly a reduction in the total levies and 
partly exemption of favored classes of 
property. The latter movement has 
prevented much relief to property 
owners not especially favored, and the 
equity of such exemptions is open to 
question. In addition to the legal ex- 
emptions, there is some evidence that 
assessors have taken matters into their 


response 


own hands, giving relief where relief 
was not intended by the law. The nar- 
rower the remaining base becomes, the 
greater is the pressure from property 
owners still subject to the full tax for 
the extension of tax concessions. 

It is not intended to argue here the 
justice of specific exemptions. But it is 
suggested that state and local authorities 
having difficulty with local finances re- 
consider both the legal exemptions and 
the quality of their assessments. Even 
if it is felt that a larger share of revenues 
should come from income taxes, sales 
taxes, or other sources, there is still a 
problem of equity property 
owners. 

The problem is acute in many areas. 
As noted earlier there are local jurisdic- 
tions in which more than half of the 
privately owned real estate is exempt. 
Also there is a tendency for the exempt 
categories to grow faster than the 
others, even without new legislation. — It 
seems quite that the new 
sources of revenue needed so desperately 
by,some local authorities are not to be 
found in new taxes or increased state 
aid; rather, they will be found in more 
equitable assessments and in restoring to 


among 


possible 


the assessment rolls some of those cate- 
gories of property now subject to re- 
duced levies or none at all. 
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ISING costs have brought about 

marked changes in the revenue pat- 
terns of city governments during the 
last decade. In general, these changes 
involve primarily (1) more generous 
grants from state funds in support of 
such public services as education and 
welfare and greater shares of state-col- 
lected taxes; and (2) adoption of a 
variety of locally-administered taxes to 
supplement the yield of the general 
property tax which was traditionally the 
cornerstone of local revenue structures. 


Rising Costs of Municipal Operations 


Several factors account for the in- 
creased cost of municipal operations 

more and better services are demanded 
by the public; a backlog of needed pub- 
lic works projects was the heritage from 
the years of World War Il when scarci- 
ties of materials and manpower brought 
public construction virtually to a stand- 
still in many cities; mandatory state 
legislation in) numerous instances has 
added to the scope of municipal services; 


and inflation has taken its toll from city 


governments just as it has from indi- 


viduals and businesses. While some cities 
The authors are professor of economics and asso- 
ciate professor of business administration, re pectively, 


at the University of California at Berkeley 


have experienced sharply rising costs be- 
cause of population increases in the last 
decade notably those whose economies 
are geared to production of equipment 
for the armed services—others have 
been plagued by the fiscal difhiculties 
that accompany urban decentralization. 
A recent report by the Tax Institute 


states: 


Urban decentralization is rapidly chang- 


ing the pattern of local government 


finance in America. The outward push 


of population and industry continually 
gathers momentum. ‘The cities are losing 
population in the upper and middle in- 
Replenishments—to_ the 


come groups. 


extent to which they are arriving——are 


more likely to be in the low-income or 
relief category. The incoming groups not 
only have less capacity to shoulder the 
city’s fiscal burdens, but also add more to 
the city’s relief and welfare expenditures. 
Concurrently, the outgoing population 
likewise increases the city’s fiscal problems 
by settling in the outlying regions and 
maintaining commuter or frequent visitor 
contact with the central city, thereby 


greatly enhancing its trafhe dithculties.! 


An earlier report by the same organi- 
zation comments: 


l'Tax Institute, Tax Policy, 


September, 1951, pp 


6 
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Although the declining urban popula- 
tion means shrinking taxes, it unfortu- 
nately does not mean shrinking expendi- 
tures... . Their costs do not decline for 
two major reasons. The commuting popu- 
lation does not desert the city altogether. 
It merely transfers its domicile beyond the 
city limits. It continues to work, shop, 
and play in the urban center. The city 
continues to be involved in heavy ex- 
penses for the commuting population, but 
it no longer collects taxes from this group 
as before. ‘The second major reason why 
city costs do not decline as a result of this 
exodus is that the shrinkage is in popula- 
tion not in area. Police and fire protec- 
tion, utility services, sewerage and sanita- 
tion activities, street and highway mainte- 
nance, and many other city expenditures, 
must be continued as before.* 


Factors Shaping Revenue Patterns 
of Cities 

The revenue pattern of any given city 
is shaped by various factors, including 
legal, economic, administrative, and po- 
litical considerations. Some states, for 
example Ohio and California, have 
granted a considerable degree of “ home 
rule” to cities, and relatively broad 
powers are conferred by general statutes. 
In such instances, cities have been able 
to adopt a number of new sources of 
revenue without specific statutory au- 
thorizations. In other instances, states 
have withdrawn from pre-empted tax 
fields or have enacted such enabling 
legislation as was necessary to permit use 
of certain new taxes by municipalities. 
A recent report by the Municipal Fi- 
nance Officers Association states: 

Since cities are esseritially creatures of 
the state and are dependent upon the state 


for specific authorization to impose taxes, 


the number of adoptions of new revenue 


* [bid., March, 1946, p. 6 


sources has been directly related to per- 
missive legislation adopted by the states. 
In this respect, judging from the number 
of municipal revenue measures adopted by 
state legislatures, there appears to be a 
tendency to change from the philosophy 
of granting state aids and sharing taxes to 
relieve revenue pressures on the munici- 
palities, to a policy of permitting these 
municipalities to sink or swim in finding 
their own revenue salvation. Since 1943 
at least 27 states have taken direct action 
with respect to nonproperty taxes that 
may be used by municipalities. Earlier 
authorizations, such as granting New 
York City and New Orleans permission to 
use sales taxes and permission granted to 
Philadelphia to impose a payroll income 
tax and other taxes, had occurred, but 
such actions were greatly accelerated dur- 
ing the 1940’s.® 


The widest legislative authority has 


been granted to municipalities in Penn- 
sylvania and New York. Other enabling 
legislation of the last decade, which has 
been reported elsewhere,* may be sum- 
marized in the following statements: 
(1) Such legislation authorized munici- 
palities in the several states to impose a 
wide variety of taxes, including admis- 
sion, income, sales, excise, occupation, 
and cigarette taxes. (2) In a number 
of states statutory rate limitations on 
various taxes already used by munici- 
palities were raised. (3) In general, 
maximum rates of tax that could be 
levied by cities were prescribed by the 
legislatures. (4) In the case of certain 
taxes, particularly the sales tax, a local 
referendum was required in some states. 
(5) In several instances, state collection 
was provided—this was the case with 
respect to the municipal sales tax in 


3 Municipal Finance Officers Association, Municipal 
Nonproperty Taxes, 1951, p. 1. 


4 Dhid. 
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Florida ° and the cigarette tax in Wyo- 
ming.” (6) The purposes for which the 
tax proceeds could be expended were 
spelled out in some instances—for exam- 
ple, municipalities in New Mexico were 
authorized to levy a tax of one cent per 
package on cigarettes, with the proceeds 
to be used for recreational facilities for 
juveniles.” 

The Pennsylvania legisla- 
tion—Act 481 adopted in 1947—em- 
powered certain political subdivisions, 


original 


including second and third class cities, 
boroughs, and towns, to levy, assess, and 
collect taxes “on persons, transactions, 
occupations, privileges, subjects and per- 
sonal property within the limits of such 
political subdivision, as it shall deter- 
mine, except that such local authorities 
shall not have authority by virtue of 
this act to levy, assess and collect... 
any tax on a privilege, transaction, sub- 
ject, occupation or personal property 
which is now or does hereafter become 
subject to a State tax or license fee 
.... 5% The aggregate amount of taxes 
annually imposed was not to exceed “an 
amount equal to the product obtained 
by multiplying the total assessed valua- 
tion of real estate in such political sub- 
division at the time of the said enact- 
ment by the maximum millage of the 
tax thereon allowed by law.” * The act 
was amended in 1949 to correct certain 
abuses that had become apparent. It 
was stated in 1949 that: 


It is in the smaller communities where 
the real abuses have occurred under the 


act. One example is the multiple taxes 


5 Florida Statutes, 1949, Ch. 210. 

6 Wyoming Session Laws, 1951, Ch. 152. 
7 New Mexico Laws, 1951, Ch. 92 

8 Pennsylvania Laws, 1947, Act 481. 


9 Tbid. 
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on natural resources that have been levied 
in a number of places. As of May 16, 
1949, there had been 187 taxes levied on 
coal, most of them based on the number 
of tons mined. Other taxes are based on 
the number of tons of coal washed, proc- 
essed, hauled, loaded, and dumped. As a 
result, the same ton of coal has been taxed 
three or four times—in some cases at as 
much as 35 cents a ton. This places the 
coal operator in taxing communities at a 
competitive disadvantage with nontaxing 


communities and with other states.!” 


The most important of the 1949 
amendments '' were the following: (1) 
Taxes on manufactured goods, on farm 
products produced, and on natural re- 
(2) Use of 
personal property taxes was prohibited 
except for Pittsburgh. (3) A more defi- 
nite over-all limitation on the amount 
of taxes which may be collected under 
Act 481 was provided 


sources were prohibited. 


the amount of 


taxes collected in municipalities may not 


10-mill 
(4) Rate 
limitations were placed on specific taxes 
—per capita taxes were limited to $10 
per person; taxes on wages, salaries, and 
other earned income of individuals to 
1 per cent; mercantile taxes to 1 mill on 
gross receipts of wholesalers and 1.5 


the amount which a 


property tax would produce. 


exceed 


mills for retailers, except in Pittsburgh 
where a 2-mill limit applies to whole- 
salers; retail sales taxes to 2 per cent; 
taxes based on the transfer of real estate 
to 1 per cent, and amusement taxes to 
10 per cent. Other taxes not specifi- 
cally forbidden may be levied at any 
rate, but the taxpayer may appeal to 


the courts to determine whether a rate 
ORK, Spaulding, “ Pennsylvania Amends Permis- 


sive Local Tax Law,” 
ber, 1949, pp. 273-74. 


National Tax Journal, Septem- 


11 Pennsylvania Laws, 1949, Act 246. 





132 NATIONAI 


(5) W here 
two jurisdictions impose the same tax, 
both 
exceed the maximum rate permitted. 


is excessive or unreasonable. 


the combined rate of may not 

In taking advantage of the authoriza- 
tion under Act 481, cities have, in gen- 
eral, confined themselves to broad-based 
as amusement, mercantile, 
and income taxes. About a year after 


the effective date of the act, 284 local 


taxes such 


governments had enacted 397 taxes; at 
the time of the 1949 amendments, 762 
municipalities and school districts were 
reported as having enacted 967 taxes 
under the authority of the act.'* The 
latest available (April 1, 
1952) indicates that 1,693 local units 
are levying 2,148 taxes under Act 481, 


information 


from which they collected $28 million 
in 1950. Forty-three cities levy 81 taxes 
$12 1950, 


mainly from taxes on amusements, in- 


and collected million in 
come, deed transfers and mechanical de- 
vices, and from per capita and business 


One 


privilege and mercantile taxes.’ 
observer of the effects of Act 481 states: 
* Act 481 has now taken a definite place 


in Pennsylvania in the field of local 
finance. The cries for more State aid 
have greatly diminished. Positive bene- 
fits have accrued from the act in the 
form of municipal #nprovements and 
greater interest by citizens in what their 
communities are doing or are not doing 
for them. The inequities and abuses in 
taxation which occurred have largely 
been removed through the passage of 


Act 246.” " 


12 Pennsylvania Department of Internal Affairs, 


Bureau of Municipal Affairs 

13 [hid. 

Spaulding, op. cit., p. 277. A 
State 


memorandum 


published by the Pennsylvania Chamber of 


Commerce states: “ Actually, the demands for, and 


the trend toward, increased state aid were never 


halted by Act 481 


The major item of state financial 
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The New York permissive legisla- 
tion’® authorizes counties and munici- 
palities to impose the following taxes: 
(1) A tax on retail sales of tangible 
personal property, with various exemp- 
tions, including food products sold for 
human consumption, drugs, and news- 
papers and periodicals. A compensating 
(2) A tax 
on receipts from the sale of food or 


use tax is also authorized. 


drink in restaurants, cafes, and_ bars. 
(3) A tax on charges made for utility 
(4) A tax on the privilege 
of selling alcoholic beverages at retail. 


Services. 


(5) A tax on admissions to amusements. 
(6) A tax on coin-operated amusement 
(7) A tax on the use of auto- 
for 


devices. 


mobiles noncommercial purposes. 
(8) A tax for the privilege of carrying 
on for gain any trade, business, or pro- 
fession. (9) A tax on occupancy of 


rooms in hotels. Maximum rates are 


In place of the 
absolute pre-emptive rights of counties 


specified in all cases. 


in the use of permissive taxes, a system 
of prior rights has been set up by the 
1950 amendments. Counties have prior 
rights to tax the privilege of selling alco- 
holic beverages at retail, coin-operated 
amusement devices, and motor vehicle 
Cities have prior rights to tax 
restaurant charges, consumers’ utility 


use. 


bills, admissions, and hotel room occu- 
pancy. Counties and cities each have a 
prior right to impose, for their own pur- 
poses, the retail sales and business privi- 
lege taxes at one-half the maximum 


allowable rates. 


assistance has been the appropriation tor support of 


amounts involved have 
increase 1947, when Act 481 was 
(Recent Developments With Reference to 


April 25, 1950, 9. 2.) 


local schools and the con- 


tinued to since 
adopted.”’ 


Act 481, 
15 New York Laws, 1947, Ch. 278, as amended by 
Laws, 1948, Ch 1950, Ch. §89 and 


Ch. $90 


651, and Laws, 
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The New York State Tax Commis- 
sion reported that 1950 collections from 
nonproperty taxes in municipalities 
other than New York City amounted to 
$20.2 “So far 


municipalities have made only limited 


million and stated that: 


use of the taxing powers conferred upon 
them by the county and city enabling 
act. ... Permissive local taxation is still 
in the evolutionary and experimental 
stage, and these taxes are becoming more 
important as sources of revenue in a 
growing number of localities.” '® 

While the trend during the last dec- 
ade has been definitely toward granting 
municipalities greater authority to levy 
nonproperty taxes, there are several 
examples of restrictive legislation. In 
1949 Florida prohibited extension of the 
use of admission taxes by municipali- 


ties; '£ Wisconsin prohibited any county, 


city, village, or town from levying taxes 
on income or measured by income; '* 
and a Missouri statute provided that no 
city, town, or village shall levy any tax 
upon the sale of tangible personal prop- 
erty taxed by the state.’” 

In addition to the extent of munici- 
pal authority in tax matters, various 
economic, administrative, and political 
considerations help shape the revenue 
pattern of any given city. Size, geo- 
graphical relationship to other cities, and 
the nature of the economic base of the 
community all play a part in the for- 
mation of a revenue system. Cities that 
are primarily vacation and amusement 
yields 
| 


ana 


centers can derive substantial 


from taxes on admissions, cigarettes, 


liquor; business license taxes based upon 
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volume will be good revenue producers 
in trading centers which serve a large 
market area; and income taxes will 
bring substantial yields in cities where 
workers are drawn from a wide sub- 
urban radius for employment in_ the 
central city. 

It is generally believed that the geo- 
graphically isolated city has greater lati- 
tude in selection of revenue sources than 
the one which is surrounded by other 
cities. The latter, it is argued, must 
exercise care lest it divert business to its 
neighboring cities which have exercised 


W hile 


the dangers of business migration and 


more restraint in levying taxes. 


artificial diversion of trade have proba- 
bly been exaggerated, it remains true 
that this argument, even though over- 
played by its proponents, carries con- 
siderable weight with local legislative 
bodies. Ease of compliance and collec- 
tion and the costs of administration also 
influence the choice of revenue sources. 
Many a revenue source, moreover, that 
is defensible on all legal, econom'c, and 
administrative grounds nevertheless ts 
laid aside because it is too dangerous for 
elective public othecials to support. And, 
finally, decisions as to any given revenue 
source must be made in light of whether 
that source has already been pre-empted 
by other level of 


some vovernment 


which is squeezing it dry. 


Recent Trends in Financing Munictpal 


Governments 


As indicated earlier, changes in the 


revenue patterns of city governments 
have involved primarily (1) more gen- 
erous grants from state funds in support 
of various services and greater shares of 
state-collected taxes; ind (2) adoption 
of a variety of locally-administered taxes 
to supplement the yield of the general 


propert y tax. 
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Historically the general property tax 
was the principal source of local tax 


revenuc. This tax, for the most part, 


was reasonably responsive to the revenue 


needs of city governments until the 
1930's. 


year by substantial amounts in most 


Assessed valuations rose year by 


areas, and even those jurisdictions oper- 
ating under constitutional or statutory 
tax rate limitations experienced little 
dithculty. The depression years of the 
1930's, however, showed the weakness 
of the general property tax as a main- 
stay of municipal revenue structures. 


A ssessed 


during the depression years and were, 


valuations declined sharply 
for the most part, sluggish in moving 
upward. Further complicating factors 
been 
adoption of tax rate limitation laws and 


for city fiscal operations have 
tax exemption to special groups such as 
welfare and charitable organizations and 
veterans. 

The general property tax, while in- 
creasing in dollar yield, has declined 
relatively as a source of city revenue 
with the diversification of the tax base. 
Data published by the’ United States 
Bureau of the Census, which are sum- 
marized in Vable 1, indicate for cities ~” 
than 
taken 


place in city revenue systems during 


having a 
25,000 


population of more 


the changes that have 


recent decades. In 1932 the general 
property tax provided 74 per cent of 
total revenues of cities in this population 
group, in 1942 it had dropped to 64 per 
and in 1950 taxes on 


cent; property 


accounted for only §2 per cent of total 
revenue, 

During the same period aid received 
from other governments, primarily the 


states, increased in relative importance 


"See footnotes to Tabl 
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from 9 per cent of total revenue in 1932 
to 19 per cent in 1950. Such aid, for 
the most part, has taken the form of 
grants from general state funds for the 
support of particular services, such as 
education or welfare, or of specified 
shares of state-collected taxes, such as 
gasoline, liquor, and cigarette taxes. In 


TABLE 1 
Masor Revenvug Sources or Crries, SELECTED 
Years 1932 ro 1950 


(Cities having more than 25,000 


inhabitants *) 
1952 1942 1950 
(In percentage of total 

revenue) 
Total revenue 100.0% 
Total taxes 73 
Property : Of. 


Corporation ind 


100.0% 1W0.0°% 
7 65.0 
l 


O24 


personal Mcorse 
Sales use, nd 
gross receipts 
Oth Sekai wb 
Aid received from 
other yovernments 
Supplementary reyve- 
nues 


* Comprises incorporated 
of general 
known locally as) villages 
} t New Eingland tes und in 
York ind Wisconsin) Lowhs H well as 

* Includes 


Ous Luxes 


lnces with powers 
governinent! These include units 
and (ex- 
New 
cithes, 


boroughs 


cept im thie 


licenses permits, and miscellane- 


{Includes charges and miscellaneou 


from nontax sources, 


revenue 


Source: U.S. Bureau of the Census, 
Re heu of State 
mient Finanee 


Revenue, 1950. 


Hl tortcal 
and Local Govern- 
1948; Governmental 


some instances, amounts of state funds 
to be distributed to political subdivisions 
are specified in state constitutions and 
become, therefore, a continuing fixed 
charge which can be altered only by the 
difhcult process of constitutional amend- 
instances, state-local 


ment. In other 


fiscal relationships are controlled by 
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statute; but often pressures from inter- 
ested groups are such as to make statu- 
tory change almost as difhcult as con- 
stitutional amendment, and legislative 
discretion under 
loses its significance. 

In 1932 revenue of cities from non- 
property taxes was negligible, but in 
1950 over 8 per cent of all city tax 
revenue came from sales, use, and gross 
receipts taxes and slightly over 1 per 
cent from taxes on corporation and per- 


these circumstances 


sonal incomes (Table 1). The publica- 
tions of the Bureau of the Census do not 
provide a complete listing of all non- 
It is 
clear, however, that, in addition to more 


property taxes currently in use. 


generous grants from state funds and 
state-collected 
substantial amounts of revenue are flow- 


larger shares of taxes, 


ing into municipal treasuries from a 


Variety of nonproperty taxes, most of 
which have been adopted in the last dec- 
ade or so. 

Data published by the Municipal Fi- 
nance Officers Association indicate the 
fiscal importance of nonproperty taxes 
in cities with populations over 10,000. 
On June 30, 1951, there were 564 cities 
(of the 1,22! 


10,000 ) levying one or more of the fol- 


with a population over 


lowing nonproperty taxes: sales taxes, 
gross receipts business licenses, income 
taxes, taxes on public utilities, cigarette 
and tobacco taxes, taxes on alcoholic 
beverages (excluding licenses), taxes on 
motor vehicles other than ad valorem, 
motor fuel taxes, and admission taxes.”? 
The estimated yield from these revenue 
was $508 (Table 2). 
The most widely used nonproperty taxes 


sources million 


“l Municipal Finance Othc Munici- 


pal Nonproperty Taxes, 195 


i 
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were public utility taxes (274 cities), 
gross (196 
cities), and admission taxes (192 cities). 
Income taxes were at the bottom of the 
list in frequency of use (24 cities). The 
largest yields came from. sales taxes 


receipts business licenses 


TABLE 2 
Municipar Nonprorerty TAXes 


(Cities having more than 10,000 
inhabitants) 


Number 
of Cities 


1951 


Estimated 


Yield 


Type of Tax 


Public utility taxes based 
on gross receipts * 


= $ 63,522,000 
business 


Gross receipts 
113,140,000 
16,014,000 


licenses F a 
Admission taxes . 
Motor vehicle 

taxes ft 
Sales taxes 
Cigarette 

taxes r 19,040,000 
Motor fuel taxes : 15,250,000 
Liquor taxes § , m | 8.194.000 
Income taxes 65 632 500 


ieense 
17,794,000 
191,160,000 


tobacco 


$507 715.500 


* Includes 
gross receipts 
* Estimated yield includes licenses based on 


other than gross receipts. 


franchises measured in terms of 


t Excludes ad valorem taxes on 


vehicles. 


motor 
§$ Excludes licensing of liquor businesses and 
municipalities oper 
Municipal Finance Officers 
tion, M inicipal Vonp ope rly 
1951 


iting liquor stores 
Source: Associae 


Tares, 


($191 million), gross receipts business 
($113 
taxes ($66 million). 


licenses million), and income 

Per capita yields varied from $0.93 in 
the case of admission taxes to $12.93 for 
income taxes (Table 3). Following the 
income taxes, the next highest per capita 
yields were from sales taxes ($11.71) 
licenses 


and gross business 


($5.08). 


receipts 
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Public utility taxes based on gross re- 
ceipts, used in 1951 by 274 cities with 
a population over 10,000 and yielding 
an estimated $64 million, are generally 
imposed as a license for the privilege of 
doing business or as a franchise for the 
More 


recently, however, taxes imposed on the 


yrivilege of using the. streets. 
5 5 


consumer of the service and collected by 


the utility company have been adopted 


TABLE 3 


Pir Yierp or Municipan NONPpROPERTY 


1951 * 


Capira 
Faxes, 
than 10,000 


inhabitants) 


(Cities having more 


Income taxes 
Sales taxes 

(Ciross receipts 
Motor fuel taxe 
Cigarette and tob 
Laquor tae 

Publie utility 
Motor vehiel 


Admission taxes 


$12.93 
11.71 
508 
3.76 
2.99 
2.37 
1S6 
1.71 


93 


brsine lhieenses 


icvco TAXes 


tiaxe 


taxes 


Sy to Table 2 
Mumeipal Finance Officers 
Municipal Nonp 


loothotes 


Sources Associn- 
tion T'azres, 


1951, 


ope 


rly 


by some cities. “Tax rates on gross re- 
ccipts vary among the cities from 1/10 
of 1 per cent to 10 per cent. Experi- 
ence appears to indicate that the yield of 
the tax is relatively stable, administra- 
tion 1s relatively easy, and costs of col- 
lection consequently are low. — Since 
provision of utility services is generally 
concentrated in the hands of a few 
firms, taxing authorities are required to 
deal only with a relatively small number 
of taxpayers whose records are typically 
well kept. In the event that a tax is 
levied on the consumer, the utility com- 
pany acts as a tax collector for the local 
government. Where utility companies 


operate in metropolitan areas embracing 


NATIONAL TAX JOURNAL 


VoL. VI 


several cities, an acceptable allocation 
formula must be devised; but this does 
not appear to have posed insurmount- 
able difficulties. 

The taxation of business on the basis 
of gross receipts has become increasingly 
common in the last decade or so. In 
1951 such taxes were in use in 196 cities 
with a population over 10,000, and they 
All 


cities have authority to license businesses 


yielded an estimated $113 million. 


within their jurisdictions under their 
police or regulatory powers. ‘Tradition- 
ally amounts charged licensees were de- 
termined, at least theoretically, by the 
cost of inspection and regulation and 
took the form of a flat-rate license for 
various categories of businesses. More 
recently, however, cities have come in- 
creasingly to license business for revenue 
as well as regulation; and a variety of 
measures such as gross receipts, physical 
output, number of employees, and seat- 
ing capacity (in the case of restaurants 
and theatres) have replaced the flat-rate 
license. 

It is widely agreed that the most equi- 
table basis for taxing businesses is net 
income, but such a tax has not been ex- 
tensively used by municipalities because 
of alleged difhculties of administration 
and the reluctance of taxpayers to dis- 
close the intimate details of their finan- 
cial affairs to local taxing authorities. 
If municipal ordinances provide for 
sanctions against disclosure of informa- 
tion to unauthorized parties, it is difh- 
cult to see how the taxpayer’s financial 
affairs can become common gossip any 
easier at the local than at the state or 
national levels of government; but the 
writers can testify from their own ex- 
perience that this is a compelling argu- 
ment among members of the business 


community. There is little doubt that 
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a net income tax is more difhcult to 
administer than a gross receipts tax, but 
it is by no means clear that the adminis- 
trative difficulties are insuperable nor 
that such dithculties outweigh the greater 


equity inherent in net income taxation. 


Gross receipts taxes correlate the 
amount of tax to be paid to the volume 
of business more closely than do most 
other license tax bases currently in use. 
But such taxes are not related to the 
varying margins of profit among the 
kinds of 


discriminatory tax 


several businesses and thus 


‘imply a policy 
which would normally prove objection- 
able (a) to concerns engaged in low- 
profit-margin businesses and (b)_ to 


social-minded persons who dislike re- 


quiring a greater tax on cost-of-living 
characteristically 


items, such as are 


within the class having narrow margins 


of profit.” ~* Attempts have been made 


in some cities to achieve greater equity 
under a gross receipts tax by imposing 
different rates on various classes of busi- 
ness in recognition of varying relation- 
ships between gross receipts and gross 


profits or net income. 


As applied to a particular business firm, 
the modified gross receipts tax would not 
impose the same liability as a tax based 


directly on gross profits or net income; 


but, as applied to a whole class of busi 
ness or to the average firm in a class, the 
Lross receipts tax would produce substan- 
the same results as a tax on 


tially vross 


profits or net income. ‘Thus the modified 


gross receipts tax could substantially 


eliminate the discrimination among whole 
business that under a 


classes of occurs 


uniform-rate gross receipts tax and could 


Martin and M. Fvir . evising a Rate 
City Bu bx, tional Tax 
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reduce, but not eliminate, the discrimina- 
tion among individual firms in any one 


class of business.-° 


Recently the City of Portland, Ore- 
gon provided for certain licensees (in- 
cluding retail and wholesale merchants, 
manufacturers, professional persons, and 
operators of hotels and service busi- 
nesses) the privilege of measuring their 
license fee by net income rather than by 
gross receipts. The rate on net income 
is 2 per cent on net income in excess of 
$750; that on gross receipts, $1.40 per 
$1,000. It is reported that of those 
licensees to whom the option is available, 
approximately one-third have elected to 
measure their licenses by net income. 
Some dithculty appears to have been ex- 
perienced in checking the correctness of 
net income reports; but the ordinance 
has been changed recently to require 
net profit as shown on the state income 
tax return to be reported, and the licens- 
ing authorities hope eventually to be 
granted permission by the legislature of 
Oregon to examine state returns. 

Gross receipts business taxes have been 
defended on the grounds that they are 
local 
that 


they impose tax liability on businesses 


more easily administered at the 


level than are net income taxes; 
with little personal property but with 
substantial income, such as service enter- 
prises; and that they reach businesses 
not physically located within the corpo- 
rate limits of the city. Business groups 
frequently argue in opposition to such 
taxes that they must be paid whether 
the business operates at a prolit or a loss; 


that they lead to migration of business 


Inspector, City 
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to tax-free havens; and that it is diffh- 
cult to devise a fair rate structure that 
will recognize differences in profit mar- 
gins among various kinds of businesses 
and among firms in any one class of 
business. 

Admission taxes are used by 192 cities 
with a population over 10,000 and pro- 
Rates 


are usually expressed in terms of a speci- 


duce an estimated $16 million. 


fied amount per ticket, a percentage of 
the admission paid, or total admission 
of 1 


Such taxes are 


charges; and rates range from !4 
per cent to 10 per cent. 
relatively easy to administer, the opera- 
tor of the place of amusement acting as 
the tax collector; their yield 1s relatively 


stable, although future declines in yield 


may result from increasing use of tele- 
vision; they avoid interstate and juris- 
dictional difficulties; and they are a 
nonresidents and 


means of reaching 


transients. Taxes on admissions to mov- 


ing picture theatres are referred to 
simultaneously by their proponents as 
taxes on semiluxuries and by their op- 
the 


owners 


taxes on man’s 
Theatre 


that such taxes divert business to drive- 


ponents as poor 


amusement. protest 
ins located outside city boundaries and 
that, in view of the federal tax, there is 
a pyramiding which puts attendance at 
places of amusement beyond the reach 
of the average family. 

Motor 


than ad valorem taxes) 


vehicle license taxes (other 
were used in 
1951 by 117 cities with a population 
over 10,000 and produced an estimated 
$18 million. Such taxes are imposed as 
a flat amount per vehicle or in terms of 
laden weight, gross weight, manufac- 
turer’s rated capacity, size, horsepower, 


wheels, or value. They are generally 
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defended by reference to the benefit 
argument and appear to have aroused 
relatively little taxpayer opposition. 
Sales taxes were in effect in 1951 in 
92 cities with a population over 10,000 
and yielded an estimated $191 million. 
Compensating use taxes are also becom- 
Rates of 
municipal sales and use taxes range from 
y Such 
taxes are most frequently used by Cali- 
fornia cities, with collections of $38 mil- 
lion reported by 145 cities for the fiscal 
year 1950-1951.°° Several California 
cities have adopted sales taxes since this 
time, and rate increases from !> to 1 per 


ing increasingly common. 


2 of 1 per cent to 3 per cent. 


cent have been made in a number of 
cities in recent months. 

Sales taxes are defended on the fol- 
lowing grounds: (1) They are produc- 
tive of substantial revenue, are relatively 
casy to administer, and costs of collec- 
tion are consequently low, with the re- 
In most 
instances costs of collection are less than 
5 per cent of 


tailer acting as tax collector. 


revenue collected, and 
many Cities report costs substantially less 
than this figure. A few city sales tax 
ordinances provide for compensation to 
merchants for expense in collection, but 
(2) Sales 
and 
transients and residents who own no 
and 


this feature is relatively rare. 


taxes reach nonresident visitors 


property cannot therefore be 
reached directly by the general property 
tax. (3) These taxes are convenient for 
taxpayers, being collected at the time of 
purchase rather than in one lump sum 
payment, and therefore they arouse less 


taxpayer opposition than property taxes. 


“5 California State Controller, Annual Report of 
Financial Transactions of Municipalitic 
1951. 


and Counties, 
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(4) Sales taxes, collected at frequent 
intervals, keep the taxpayer conscious of 
his support of government and arouse 
in him an interest in and concern for 
what government is doing with tax col- 
lections. 

The opponents of city sales taxes 
argue: (1) Such taxes are regressive in 
their effects, placing the heaviest burden 
on low income groups who, of necessity, 
must spend a larger proportion of their 
incomes on taxed commodities than will 
those in the higher income brackets. 

2) Such taxes drive business out of the 
taxing city into areas where there are no 
sales taxes or rates are lower. This prob- 
lem is most serious at the fringe areas of 
cities surrounded by tax-free neighbors 
or in the case of purchases of articles of 
high unit value. To the extent that 
there is diversion of trade, the compen- 
sating use tax will only partially meet 
the problem because of the difficulty of 
(3) Sales 


taxes place a burden on merchants who, 


enforcing this tax effectively. 


for the most part, must serve as tax col- 
This 


burden is accentuated when firms must 


lectors without compensation. 
operate under both state and local laws 
(4) 


Such taxes reduce purchasing power in 


whose provisions are not uniform. 


depression periods and therefore re-en- 
55) The 
fluctuates with 


force deflationary pressures. 


yield of sales taxes 
changes in levels of employment and 
income, rising in periods of high-level 
economic activity and thus encouraging 
expansion of services and falling in de- 


pression periods when previously ex- 


panded levels of service are hard to 


curtail. 
It is sometimes suggested that city 
sales taxes should be collected by the 
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state and rebated, less cost of collection, 
to the city of origin. This would avoid 
the duplication of administrative ma- 
chinery which now exists quite gener- 
ally. 
little support among cities where “ home 


But this suggestion has found 


rule” sentiment is strong, and state tax- 
ing authorities have stressed the difficul- 
ties of such state collection where varia- 
tions in city sales tax ordinances exist 
with respect to rates, exemptions, due 
The 


reaction appears to be even less tavorable 


dates, and other relevant features. 


to proposals for increasing state sales 
tax rates with the yield of the addition 
to the state rate distributed to city 
governments. 

City sales taxes adopted since World 
War Il 


purchased for home consumption from 


generally exempt foodstuffs 


the tax base. Such an exemption, while 
reducing the yield materially, is de- 
fended on equity grounds. A recent 
study of the effects of the food ex- 
emption with reference to California 


concludes: 


These findings for California reveal more 
progressivity in the pattern of sales taxa 
tion for this State than is found in most 
other states that use this tax. ‘These data 
also differ from other studies which show 
that a tood exemption does not remove 
the sales tax from the revressive category 
or results at most in a proportional tax. 
It should be noted again, however, that 
these findings for California derived from 
hypothetical budget data have validity 
only to the extent that the budgets depict 
the prevailing pattern of Consumption or 
the relative expenditures made for vari- 
.. De- 


spite these qualifications, the hypothetical 


ous taxed and non-taxed items. . 


budget data reveal the importance of the 


California food exemption in overthrow- 
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ing the traditional conc cept of regressivity 
in sales taxation. They also indicate that 
the sales tax may be drafted in such a way 


as to eliminate much of its regressivity.-° 


Cigarette and tobacco taxes in 1951 
produced an estimated $19 million in 67 
cities with a population over 10,000. 
Rates vary from one to five cents per 
pac kage of cigarettes. Generally collec- 
tion of the tax is either through sales of 
stamps to be attached to the package or 
through metering devices which imprint 
the package to indicate tax payment. 
Evasion of the cigarette tax by mail- 


1 P 
ord ro puUurenstses and purchases outside 


the taxing cities appears to be fairly 


common. Such evasion is much less fre- 
quent where, as in Florida and Wyo- 
ming, the tax is state collected. In 


| lor ida all 


COUNLIC 


cities and towns and two 


participate in a locally levied 
but state-collected tax from which such 
local be 12 


million in 1950.°! 


governments received over 


Municipal motor fuel taxes, used in 
1951 by 40 cities with a population over 


10,000, yielded an estimated 13) mil 


lion. Rates 1 inged from !> to 4 cents 


ps t gallon, the latter rate ipplying in 


the District of Columbia. ‘The tax is 


generally collected by the wholesaler 


+ 


or distributor, and few administrative 


problems APpeae to have been encoun- 


tered. Costs ot cotlection have been 


low, often from 1 10 to per cent of 


gross yield. In many states, cities share 


in the state-collected taxes on motor 


ity Attribu 
nal lay Journal, 


\ McGrew, 
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fuel as an alternative to locally adminis- 
tered taxes. 

Liquor taxes yielded an estimated $8 
million in 1951 to 35 cities with a popu- 
10,000. In a 


states, cities share in the proceeds of 


lation over number of 
state-collected liquor taxes, and in some 
states taxation of liquor by jurisdictions 
other than the state is prohibited. 


Philadelphia pioneered with a munici- 
pal income tax in 1940. In 1951 this 
tax in 24 cities with a population over 
10,000 produced an estimated $66 mil- 
lion. Per capita yields ranged from 
$2.22 to $19.93. This tax is now in use 
by municipalities in Ohio, Pennsylvania, 
and Kentucky; and recent enabling 
legislation in Missouri permits St. Louis 
(which has twice before levied a city 
income tax) to impose a 1 per cent tax 
on salaries, Wages, and other compensa- 
tion earned by residents and nonresi- 
dents in the city and on the net profits 
of both incorporated and unincorpo- 
rated business.-> Attempts by Michi- 
gan and Washington cities to tax income 
have so far been halted by the courts.”” 
Fypically municipal income taxes are 
levied on the gross carned income of 
individuals, and employer withholding 
is usual. Where there are no constitu- 
tional or statutory barriers, the tax also 
applies to incorporated and unincorpo 
rated businesses. Few exemptions are 
orovided, although several Ohio cities 
allow exemption of individual income of 
$1,000 or $1,200. It appears to be gen- 
erally the view that exemptions complhi- 
cate administration of the tax and add 
to the burden of payroll deductions by 


! 
employers. 


rs, Tax Admini 
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City income tax rates range from 
3 10 of 1 per cent to 1! 4 per cent (ex- 
cluding Washington, D. C. whose tax is 
graduated and is similar to those im- 
posed by states). Experience indicates 
that at equivalent rates the per capita 
yield of an income tax is greater than 
for a sales tax, especially in larger cities. 
It is estimated that a 1 per cent income 
tax would yield $17.51 per capita for 


cities with a population over 500,000, 


while a 1 per cent sales tax would yield 


$11.41 per capita in cities of this size. 
Administrative costs are reported to be 
from 2.25 to 2.5 per cent of gross re 
ceipts in Philadelphia and in Toledo 3.4 
per cent of collections. 

the 


produc tive of 


City income taxes are defended on 
grounds that they are 
revenue; that they afford a means of 
reaching nonresidents who derive in- 
come within the city if the ordinance is 
made applicable to both residents and 
nonresidents; and that they induce “ tax 
consciousness” among taxpayers who 
are aware of the amount of their contri- 
bution. On the other side, it is argued 
that such taxes, since they typically pro- 
vide no exemptions, are regressive and 
single out earned income for discrimi 
natory tax treatment; that adoption of 
income taxes by cities pyramids the tax 
burden on income by adding one more 
tax to those already levied by higher 
levels of government; that the cost of 
tax compliance to business is burden- 
some, especially where it is necessary to 
meet the requirements of several juris- 
dictions within a small geographic area; 
that jurisdictional problems complicate 
administration and add to costs of col- 
lection; that the tax yield, being sensi 
tive to changes in the level of employ- 
ment and income, will vary widely from 


time to time, thus producing feast or 
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famine in municipal treasuries; and that 
the tax will lead to migration of indi- 
On last 
point there is no evidence of exodus in 


viduals and businesses. this 
those cities now using the tax and, on 
the whole, public reception appears to 
have been good. 

In addition to the municipal non- 
property taxes considered here, other 
sources ot revenue, such as sewer service 
and refuse collection charges and park- 
ing meters are becoming more wide- 


spread in use among American cities. 


Conclusions 
The 


wider taxing powers to municipalities 


recent trend toward granting 
and the consequent multiplication of 
nonproperty taxes at the city level is 
encouraging to those who believe that 
these units of government should “ sink 
or swim in finding their own revenue 
salvation.” Increased reliance on state 
funds in the form of grants-in-aid or 
shares of centrally collected taxes is re- 
garded as objectionable because of the 
inevitable conditions attached by the 
grantor and the consequent loss of local 
autonomy. While there is much to be 
said for the view that the unit of gov- 
ernment spending money should have 
the responsibility for raising it, other 
considerations should also be taken into 
account in formulating a long-range 
pattern of state-local fiscal relationships. 
Against the recent trend toward multi- 
plication of municipal nonproperty 
taxes, it is argued that most such taxes 
are regressive in’ burden distribution; 
that they are more dithcult to administer 
and easier to evade than taxes levied by 
that 


costs are often excessive, particularly for 


larger jurisdictions; compliance 
taxpayers operating in more than one 


jurisdiction; that artificial diversion of 
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trade and industry is encouraged; that 
have 
provided an easy way of avoiding im- 


nonproperty taxes temporarily 
provement in property tax administra- 
tion; and that recent trends greatly 
problems of adjustment to 
To date, those re- 
sponsible for municipal fiscal policy ap- 
pear to have made little effort to deter- 


magnify 
" 


cyclical changes.” 


mine the merits of these arguments. 


“OM, Grodzins, 
A Critical 
March, i950, pp 


“ State-Municipal Fiscal Relations: 


Commentary,” National Tax Journal, 


1-17. 


During the last decade municipal fi- 


nance has often been characterized by 
hand-to-mouth operations with little or 
no consideration of long-range objec- 
tives. Perhaps this may have appeared 
to be the only feasible course at the 
time; but developments reviewed above 
suggest the urgent need for formulation 
of long-range objectives before revenue 
patterns become so frozen that desirable 
adjustments in terms of such objectives 


become virtually impossible. 





EFFECT OF CHANGES IN STATE MOTOR FUEL 
TAX RATES ON PRICES AND CONSUMPTION 
OF GASOLINE 


ABDEL MONEM FAWZY AND JAMES W. MARTIN * 


HE possible effect of increases in 
state gasoline tax rates on the use of 
highways has always been a matter of 
highway administrators, 
highway users, the automobile and pe- 


concern ta 


troleum industries, and students of eco- 
nomics in general. 

It is a commonly held belief among 
public finance writers and highway 
economists that motor fuel is a com- 
modity for which the demand, within 
the limits affected by the rates of the 
present gasoline taxes, is relatively in- 
elastic and that the motor fuel tax is 
shifted practically in its entirety to gas- 
oline users. To emphasize the point 
that the tax is fully shifted, some of 
that 
fuel tax laws of most states specifically 


these economists contend motor 


recognize that the tax is shifted to the 
purchaser by requiring filling stations 
to post separately the tax per gallon and 


, The authors are research assistant and director, 


respectively, of the of Business Research of 


Kent uc ky . 


authors was 


Sureau 
the College of Commerce, University of 


The division of labor between the 


roughly as follows: Martin suggested the methodol- 


ORY, and Fawzy did the detailed statistical analysis 


and prepared a draft. From that point forward, the 


two authors have worked together in getting the 


manuscript £ idy for the printer, 


The paper is part of a larger study 


proce 


the net price per gallon of the motor 
fuel and by refunding the tax to one 
who purchases fuel for nonhighway 
purposes.’ It is clear, however, that the 
mere fact of posting the tax separately 
and refunding the amount paid under 
certain conditions in those states does 
not necessarily mean that the tax has 
been passed on to the purchaser in full, 
since in a market economy price 
them an 
amount equal to, less than, or more 


changes may bring with 


than the tax, depending on the circum- 


stances, including general economic 
conditions. 

Besides these abstract studies, some 
empirical work has been done in the 


field. 


tain statistical tests to determine the ef- 


One pioneer study applied cer- 


fect of tax rate changes on prices and 
While the study 
was handicapped by lack of adequate 


consumption of fuel.* 


1 William J. Shulez and C. L. Harriss, American 
Public (New York: Prentice-Hall, Inc., 
1949), p. 552. See also Richard M. Zettel, “ State 
Report of the Senate Interim 
Committee on State and Local Tave 


Finance 
> 


Highway-User Taxes,” 
in California: 


A Comparative Analysis 


(Sacramento, California: 


California Legislature, 1951), p. 404, 
-James W. 


creases in State Gasoline 


Martin and Marshall 
Taxes Retard 
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Harris, “In- 
Motor I uel 
XXII 


Consumption,”” National Neus, 


December 17, 1930), 83-8 
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price statistics and also because of the 
relatively short period analyzed (1925- 
1929), yet it suggested the problem and 
presented evidence as to the character 
of the answer which today’s experience 
provides. Another study considered 
tax rate changes and their effects on the 
price of gasoline and on gasoline con- 
sumption during the period January, 
1946 - July, 1948." Although the study 
was carefully done, the dithculties en- 
countered limited the scope and nature 
of the analysis. The period studied was 
too short to deal with a long range of 
rate changes; price controls were still in 
effect until July 25, 1946; a comparison 
of pretax prices gives the impression 
that the 


shifting; and prices were not. repre- 


authors assumed complete 


sentative since they were obtained for 
the capital city of each state, except 
Maryland and Oregon, instead of being 
selected on 


comparable — economic 


grounds. The effect of gasoline tax 
rate mmcreases on gasoline consumption 
1948 1949 


purpose of a third study, recently con- 


in the years and was the 


ducted." Still, the period taken was not 
long enough to permit a comprehensive 
examination of the effect of — rate 
changes over a period of years. 


This study contemplates examination 


of the problem by considering tax rate 


changes and their effects on prices and 
consumption of gasoline over a sub- 
stantial period. 


3E. M. Cope and L. L. Liston, “ The Effect of 
Tax Increases on Public 


Roads, XXV_ (March, 


Gasoline ¢ msumption,” 


1949), 138-144 


4 Bureau of 
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Planning and 
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Programming, 


Effect of Gasoline Tax 


Increases on Gasoline Consumption (Columbus, 


Ohio, 1950), p. | 
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PEEELCT OF THE 


PRICES OF 


PAX RATE CHANGES ON 


GASOLINI 
Short-Run Analysis 


The period covered by this analysis 
is 20 1931. 


Since rate decreases occurred only twice 


years beginning with 


and rate increases 52 times during 


the period, the analysis will be con- 
cerned with the latter in order to give 
as reliable and significant evidence as 
possible of the effect of the tax rate ad- 


vances on prices of gasoline. In this 


analysis the word “ price’? means the 


observed retail price of “ regular” 


’ 


grade gasoline, and the word “ tax” re- 
fers to state gasoline tax. These price 
statistics were compiled by and fur- 
nished through the courtesy of The 


Texas Company for January 1 and 


July 1 of each year from 1931 to 1951. 
They were obtained for the District of 
Columbia and for a principal city in 


each state; ° and, since the cities are se- 


lected on comparable economic grounds, 


Birmingham, Alabama; 
Rock, Arkansas; San Fran 
California; Denver, Colorado; Hartford, Con 
Jacksonville, 
Idaho; Chicago, 
Moines, 
New Lou 
Maryland; Boston, 
‘Twin Cities, Min 
Mississippi; St. Louis, 
Butte, Montana; Omaha, Nebraska; Reno, 
Manchester, New Hampshire; Newark, New Jersey; 
New Mexico; New York City, New 
York; Charlotte, North Carolina; North 
Dakota; Youngstown, Ohio; Tulsa, Oklahoma; Port- 
land, Oregon; Philadelphia, Pennsylvania; Providence, 
Rhode Island; South 
South Dakota; Memphis, Tennessee; Houston, Texas; 
Sale Lake City, Utah; Nor- 
folk, ¢ harleston, 
West Virginia; 
W voming 


* The cities selected are: 
Phoenix, Arizona; Little 
cisco, 
Dover, Florida; 
Illinois; 
Wichita, 


Orleans, 


necticut; Delaware; 
Atlanta, 
South Bend, Indiana; De 
Kansa Lexington, Kentucky; 


siana; Portland, Maine; 


Georgia; Boise, 


Iowa; 


Saltimore, 
Massachusetts; Detroit, Michigan; 
nesota; Vicksburg, Missouri; 


Nevada; 


Albuquerque, 


Fargo, 


Charleston, Carolina; Huron, 
Burlington, Vermont; 
‘\ ishington; 
Milwaukee, Wi 


Virginia; Spokane, 


consin; and Casper, 
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it is believed that these prices are fairly 
representative. 

Since no tax rate increases occurred 
in 1938 and 1940, these two years are 
Also, 
the years 1941 through 1946 are ex- 


not considered in the analysis. 


cluded because gasoline was rationed 
and prices were controlled by the gov- 
ernment. 

In each year the states with rate in- 
creases are compared with states with 
no rate changes. The latter, the con- 


trol states, are the remaining states 


after excluding those with rate de- 
creases, those which changed their local 
tax rates, if any, and those with rate in 
creases followed by rate decreases dur 
ing the same year. 


Because the authors have not ascer- 
tained the exact dates of rate changes, 
tax rate increases during any year are 
considered to be those which are listed 
as of July | and January 1 of the fol- 
lowing year. ‘To illustrate, tax rate in- 
creases Which first appear as of July 1, 
1931 and January 1, 1932 are deemed 
to be rate increases for the year 1931. 
The price of gasoline on January 1, 
1931 is then compared with that of 
January 1, 1932 in each of the states 
that had a rate increase in order to find 
out any variation in price before and 
immediately after the increase in tax 
rate. The variations in prices are then 
averaged, and the average change in 
prices in those states with rate increases 
is compared with the average change in 
Then the 
number of cases of rate increases with 


prices in the control states. 


price changes above, equal to, or below 
the average price change in the control 
states added to the tax rate increase, 
and also the number of cases of rate in- 


creases with price changes equal to or 
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below the average price change in the 
control states is computed.” 

Finally, a similar test is made, taking 
into consideration states with more than 
1 cent and those with | cent or less 
rate increases and comparing them with 
Atter this 


results are 


the group of control states. 
test for each year, the 
grouped into three periods according to 
certain economic criteria, mainly pro- 
ductivity, income, and price indexes 
(1931-1934, a period of relatively low 
1935-1940, a period 


stability; 


economic activity ; 


of relative economic and 


1947-1950, a postwar period), so as to 
secure a composite picture of the tind- 
INS." 

During each of these periods, as indi- 
cated in Table 1, the average rise tn 
prices of gasoline in states which in 
creased their gasoline tax rates was 
greater than the average price change in 


those states without rate changes. 


Nevertheless, this average price change 


simplify the resentation oO ch data in 


increases with 
> change in 1! 
> increase Also, 
he average price 


average 


cases of rate in th price changes 


average price Change in the co itrol State 


»” Federal Reserve Bulletin 
See also United States De 


Surtey of Current Business 


Index« 
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differential in terms of the average in- 
crease in tax rates varied from one pe- 
riod to another. During the first period 
(1931-1934), is characterized 
by relatively low economic activity, the 
differential 
amounted to 67 per cent of the average 


which 


average price change 
increase in tax rates; in the second pe- 
riod (1935-1940), which was a period 
of relative economic stability, it was 
157 per cent of the average increase in 


Vou. VI 


tax rates; and in the postwar period 
(1947-1950) it amounted to 83 per 
cent of the average increase in tax rates. 

Also the three periods differed signifi- 
cantly from the standpoint of the pro- 
portion of cases of rate increases with 
price rises greater (or decreases less) 
than the average price changes in the 
control states added to the tax rate in- 
creases. Although 40 per cent of all 
states with rate increases during the 


TABLE 1 
AVeRAGH CHANGE IN GASOLINE Prices py JANUARY OF THE FoLttowING YEAR 
IN Sraves Wuicn INcreasep Gasorine Tax Rares as ComMPARED 


Wirn States Wirnour 


1931-1954 


Details 


Cases of rate 
Increases 


ol no rate 


0.67 
Cases 
change 3 ood 
Cases of rate 
Increases with 
price changes 
Above the aver- 
age price change 
in the control 
states added to 
the tax rate 
increase 
Below the aver- 
age price ¢ hange 
in the contro! 
states added to 
the tax rate 
Inerease 
Equal to the aver- 
age price change 
in the control 


Below the aver- 
age price change 
in the contro! 


1985-1910 


+ 0.39 dive y t]e ~»+ 436 


{ATE CHANGES * 


Aggregate 


947-195 
1947-1950 Period 


xe Inere ise 
ix Rates 


in Cents) 
age Incre ase 


in Cents) 
in Tax Rates 


is 
“ 


Avel 


+ 0.50 


2 7 


* Source: Computed from The Texas Company, Service Station Prices at Principal Cities 
(unpublished, February 7, 1952). For details see appendix. 
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first period showed upward price 
changes greater (or downward price 
changes less) than the average price 
changes in the control states added to 
the tax rate increases, 82 per cent of 
states with rate increases during the sec- 
ond period and 62 per cent of states 
with rate increases during the third pe- 
riod experienced price advances greater 
than the average price changes in the 
control states added to the tax rate in- 
creases. Additionally, while 33.3 per 
cent of all states with rate increases 
during the first period showed upward 
price changes less (or downward price 
changes greater) than the average price 
changes in the control states, only 7 
per cent of states with rate increases 
during the third period experienced 
price advances less than the average 
price changes in the control states. 
During the second period there were 
no cases of rate increases with upward 
price changes less than the average price 
changes in the control states. 

For the aggregate period (1931-1950, 
omitting war years), the differential be- 
tween average price rises in states with 
rate increases and those in states with 
no rate changes amounted to 114 per 
cent of the average increase in tax rates. 
In 60 per cent of the 52 cases of rate 
increases during the whole period, price 
advances were greater (or decreases 
less) than the price 
changes in the control states added to 


were average 


the tax rate increases. 


Cases of more than 1 cent and 1 
cent or less rate increases. The average 
rise in prices of gasoline in the 10 cases 
where the tax rate was increased by 
more than 1 cent, as well as in the 
42 cases of increase by 1 cent or less, 


was above the average price change in 
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the control states. The differential be- 
tween average price rises in states with 
more than 1 
those without rate changes amounted to 


cent rate increases and 
104 per cent of the average increase in 
tax rates, while the differential between 
average price advances in states with 
1 cent or less rate increases and those 
without rate changes was 92 per cent of 
the average increase in tax rates. 
Nevertheless, price rises were greater 
(or decreases were less) than the aver- 
age price changes in the control states 
added to the tax rate increases in only 
§0- per cent of the cases where the tax 
rate was increased by more than 1 
cent and in 62 per cent of the cases of 
1 cent or less rate increases. 


A Longer View of the Effect on Prices 


In order to secure evidence as to 
price adjustments over a longer period, 
a variation in procedure can be adopted. 
For this purpose prices may be com- 
pared on the basis of allowing an addi- 
tional six months to elapse after the 
year in which tax rate changes occur. 


For example, when dealing with rate 


increases during the year 1931, prices 
1931 are 
compared with those of July 1, 1932, 


of gasoline on January 1, 


instead of those on January 1, 1932. 
Otherwise, this comparison follows the 
same period analysis as the previous one. 

During each of the three periods the 
average advance in prices of gasoline in 
states which increased their gasoline tax 
rates was greater than the average price 
rise in those states without rate changes. 
Nevertheless, this average price change 
differential in terms of the average in- 
crease in tax rates varied from one pe- 
riod to another. During the first pe- 
riod the average price change differ- 
ential amounted to 148 per cent of the 
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average increase in tax rates; in the sec- 
ond period it was 104 per cent of the 
average increase in tax rates; and in the 
postwar period it amounted to 78 per 
cent of the average increase in tax rates. 
Also, the three periods differed from 
the standpoint of the proportion of 
cases of rate increases with price rises 
greater than the average price changes 
in the control states added to the tax 
rate increases. Although 67 per cent of 
all states with rate increases during the 
showed upward price 


first period 


changes greater than the average price 


changes in the control states added to 


the tax rate increases, 5S per cent of 
states with rate increases during the sec- 
ond period .and 46 per cent of states 
with rate increases during the third pe- 
riod exhibited the same experience. 

For the aggregate period the difter- 
ential between average price rises in 
states with rate increases and those in 
states with no rate changes amounted 
to 121.6 per cent of the average in- 
crease in tax rates. In 53.9 per cent of 
the §2 cases of rate increases during the 
whole period, price advances were 
greater than the average price changes 
in the control states added to the tax 
rate increases. 

Cases of more than 1 cent and 1 
cent or less rate increases. The average 
rise in prices of gasoline in both cases 
was above the average price change in 
the control states. The differential be- 
tween average price rises in states with 
than 1 


those without rate changes amounted 


more cent rate increases and 
to 142 per cent of the average increase 
in tax rates, while the differential be- 
tween average price advances in states 
with 1 cent or less rate increases and 


those without rate changes was 112 per 


Vor. VI 


cent of the average increase in tax rates. 
Price rises were greater than the average 
control — states 


added to the tax rate increases in 60 per 


price changes in the 


cent of the cases where the tax rate was 
increased by more than 1 and 


in $2 per cent of the cases of 1 cent 


cent, 
or less rate increases. 


EFFECT OF THE TAX RATE CHANGES ON 


GASOLINE CONSUMPTION 


Short-Run Analysis 


The following analysis seeks to deter- 
mine, if possible, whether changes in 
state gasoline tax rates have affected the 
consumption of gasoline on the high- 
ways. It is based on statistical data for 
the 19-year period from 1931 through 
1949. Since occurred 
only once and rate increases 50 times 
during the period, this analysis will be 
concerned with the latter. Here, again, 
1938 and 1940 do not appear in the 


analysis, since in these two years no tax 


rate decreases 


rate increases occurred. Also the years 
1941 through 1946 are excluded from 
the period under study because gasoline 
was rationed and prices were controlled. 
The gasoline consumption data used are 
from United States Bureau of Public 
Roads analyses of highway use of 
motor fuel, which in turn are based on 
reports received from the state author- 
ities. 

In each year the states with rate in- 
creases are compared with states with- 
out rate changes. The latter, the con- 
trol states, are the remaining states after 
with rate 


those which changed their local tax 


excluding those 


decreases, 
rates, if any, and those with rate in- 
creases followed by rate decreases dur- 


ing the same year. 
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Because the authors have not ascer- 
tained the exact dates of rate changes, 
tax rate increases during any year are 
considered to be those which are listed 
as of July 1 and January 1 of the fol- 
lowing year. To illustrate, tax rate in- 
creases which first appear as of July 1, 
1931 and January 1, 1932 are deemed 
to be rate increases for the year 1931. 
The consumption of gasoline during 
1930 is then compared with that of 
1932 in each of the states that had a 
rate increase in order to find out for a 
year before and a year after the increase 
In tax rate any variation in consump- 
The variations in con- 


tion patterns. 


sumption patterns are then averaged, 
and the percentage change in gasoline 
consumption in those states with rate 
increases is Compared with the percent- 


age change in vasoine consumption in 


the control states. Then the number of 
states with rate increases where the per- 
centage change in gasoline consumption 
in cach is below, above, or equal to the 
percentage change in consumption in 
the control states ts computed.” — Be 

sides these Comparisons, an attempt is 
determing whether a 


made to rate 


change to more than § cents atleets 


! 
consumption More than a rate change 


to a lower level. 


sun ption 


unde r 
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Finally, a similar test is made, taking 


into consideration states with more than 
1 cent and those with 1 cent or less 
rate increases and comparing them with 
After this 
are 


the group of control states. 
the 
grouped into three periods (1931-1934, 
1935-1940, and 1947-1949) so 


secure a composite picture of the find- 


test for each year, results 


as to 


ings. 

During each of these periods, as in- 
dicated in Table 2, the percentage in- 
crease in gasoline consumption in states 
which raised their gasoline tax rates was 
less (or decrease was greater) than the 
percentage change in consumption in 
the control states. Nevertheless, this 
deficiency in consumption varied from 
one period to another. During the first 
period, which is characterized by rela- 
tively low economic acuiVvily, the defi- 
ciency in consumption amounted to 
10.25 percentage points; while in the 
second and third periods, which were 
periods of relatively high economic ac- 
tivity, it amounted only to 3.88 and 
1.04 


Also, the three periods differed signifi- 


percentage points, respectively. 
cantly trom the standpoint of the pro- 
portion of cases of rate raises with per- 
centage increase in gasoline consump- 
tion less (or decre ase greater ) than the 
percentage change in the control states. 
Although 87 per cent of all states with 
rate increases during the first period 
showed an advance in consumption less 
(or decline greater) than the percent- 
ige Change in consumption in the con- 
trol states, 55 per cent of all states with 
rate inereases during the second period 
and 71 per cent of states with rate in- 
creases during the third period had the 
same experience. 


bor the aggregate period the percent- 
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age increase in gasoline consumption in 
states that raised their tax rates was 
3.09 percentage points below that in 
states without rate changes; and in 72 
per cent of the 50 cases of rate raises 
during the period, the percentage in- 
crease in gasoline consumption was less 
(or decrease greater) than the percent- 
age change in the control states. 
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The per- 
centage increase in gasoline consump- 
tion, however, was less (or decrease 
greater) than the percentage change in 
the control states in 64 per cent of the 
cases where the tax rate was raised to 
more than § cents and in 79 per cent 


increases to § cents or less. 


of the Cases of rate increases to 5 cents 
or less. 


TABLE 2 


PERCENTAGE CHANGE IN 


CGiASOLINE CONSUMPTION BY THE 


PoLLowInG YEAR 


IN Strares Waiteun INcreasep Gasorine Tax Rares as Compared 
Wirn States Wirnour Rate CHaNnces * 


1931-1954 


Details 


Cases of rate increases 
Cases of no rate changes 
Cases of rate increases with 
percentage changes in 
gasoline consumption: 
Below the percentage 
change in the control 
states 
Above that percentage 
* Source 
1946 (Washington 
Highway Statistics, 


Government 


1947, p. 5; 1 


way Statistics, 1949, p. 6; Highway Statistics, 1950, p. 5; 
(unpublished, February 7, 1952). 


tion Prices at P imeipal Cities 


Cases of rate increases to more than 
The 
percentage increase in gasoline con- 
sumption in the 22 cases where the tax 
rate than 5 


cents, as well as in the 28 cases of rate 


§ cents and to 5 cents or less. 


was increased to more 
increases to § cents or less, was less 
than that in states without rate changes. 
The deficiency in consumption varied 
from 3.41 percentage points in cases of 
rate increases to more than 5 cents to 
3.10 percentage points in cases of rate 


1935-1940 


> Computed from Public Roads Administration, Jighway Statisties, 
Printing Office, 1947), p. Sff.; Flighway Statisties, 1946, p. 5; 
’.S. Bureau of Publie Roads, Highway Statistics, 1948, p.6; High- 


Aggregate 


OAT 104 
1947-1049 Period 


Number 
reent 


Pr 


1646 
17.50 


= 2 
SS 


{6 


1 


Summary to 


The Texas Company, Service Sta- 


For detuls see appe ndix, 


and 


Cases of more than 1 cent and 1 


cent or less rate increases. The per- 
centage increase in gasoline consump- 
tion in the 12 cases where the tax rate 
was increased by more than 1 cent, 
as well as in the 38 cases of increase by 
1 cent or less, was less than that in 
the control states. The deficiency in 


consumption, however, varied from 
§.07 percentage points in cases of in- 


crease by more than 1 cent to 2.7 


percentage points in cases of increase by 
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The in- 
crease in gasoline consumption was less 
(or decrease greater) than the percent- 
age change in the control states in 75 


1 cent or less. percentage 


per cent of the cases where the tax rate 
was raised by more than 1 cent and 
in 71 per cent of the cases of 1 cent 
or less rate increases. 


A Longer View of the Effect on 
Consumption 


In order to secure evidence as to ad- 
justments in consumption patterns over 
a longer period, a variation in proce- 
dure can be adopted. For this purpose 
comparisons of gasoline consumption 
may be made on the basis of allowing 
an additional year to elapse after the 
year following the tax rate changes. 
For example, when dealing with rate in- 
creases during the year 1931, gasoline 
consumption in 1930 is compared with 
that in 1933, instead of that of 1932. 
To study clearly the effect of tax rate 
increases on gasoline consumption by 
the second year following the increase, 
any case where a change in the rate oc- 
curred during the second following 
the picture. 
Otherwise, this comparison follows the 


year is omitted from 


same period analysis as the previous one. 


During each of the three periods the 
percentage gasoline con- 
sumption in states which raised their 
gasoline tax rates was less (or decrease 
was greater) the 
change in consumption in the control 
states. 


increase in 


than percentage 


Nevertheless, this deficiency in 


consumption varied from one period to 
another. During the first period the 
deficiency in consumption amounted to 
12.98 percentage points, while in the 
second and third periods, which were 
periods of relatively high economic ac- 
tivity, it amounted only to 3.91 and 
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3.71 percentage respectively. 
Also, the three periods differed from 
the standpoint of the proportion of 


points, 


cases of rate raises with percentage in- 
crease in gasoline consumption less (or 
decrease greater) than the percentage 
change in the control states. Although 
79 per cent of all states with rate in- 
creases during the first period showed 
an advance in consumption less (or de- 
the percentage 
change in consumption in the control 


cline greater) than 
states, 70 per cent of all states with rate 
increases during the second period and 
55 per cent of states with rate increases 
during the third period had the same 
experience. 

For the aggregate period the percent- 
age increase in gasoline consumption in 
states that raised their tax rates was 
4.87 percentage points below that in 
states without rate changes; and in 66 
per cent of the 44 cases of rate raises 
during the period, the percentage in- 
crease in gasoline consumption was less 
(or decrease greater) than the percent- 
age change in the control states. 

Cases of rate increases to more than 
i cents and to 5 


cents or less. The 


percentage increase in gasoline con- 
sumption in the 18 cases where the tax 
to than § 


cents, as well as in the 26 cases of rate 


rate was increased more 
increases to § cents or less, was less 
than that in states without rate changes. 
The deficiency in consumption in cases 
of rate increases to more than 5 cents 
was 4.36 percentage points, while in 
to § 
4.50 


Also, the percentage increase in 


cases of rate increases cents or 


less it amounted to percentage 
points. 
gasoline consumption was less (or de- 
greater) the percentage 
change in the control states in 61 per 


cent of the cases where the tax rate was 


crease tha n 
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raised to more than § cents, and in 
69 per cent of the cases of rate increases 
to § cents or less. In the light of 
these two observations and other things 
being equal,” it appears that a tax rate 
change to a high level does not affect 
consumption more than a rate change 
to a low level. 

Cases of more than 1 cent and 1 
cent or less rate increases. The per- 
centage increase in. gasoline consump- 
tion in the 11 cases where the tax rate 
was increased by more than 1 cent, 
as well as in the 33 cases of increase by 
1 cent or less, was below that in the 
control states. The deficiency in con- 
sumption, however, varicd from 6.72 
percentage points in Cases of increase by 
more than | cent to 3.96 percentage 
points in cases of increase by 1 cent 
or less. The percentage increase in gas- 
oline consumption was less (or decrease 
greater) than the percentage change in 
the control states in 82 per cent of the 
cases where the tax rate was raised by 
more than 1 cent and in 61 per cent 
of the cases of increase by 1 cent or 


less. 
SUMMARY AND CONCLUSIONS 


In the light of the analysis of the ef- 


fects of tax rate increases on price and 


consumption of — gasoline, American 
state gasoline tax experience to 1950 
appears to justify the following obser- 


vations: 


In more than 53 per cent of all 
cases of rate increases during the 
period studied, price advances were 
xreater (or decreases were less) 
“Among the variables to be held constant in this 
situation are the prey tiling economic conditions in 
the state, the quality of tax administration, and the 


amount of tax rate increase 


(Vor. VI 


than the average price changes in 
the control states added to the tax 
rate increases. 

In periods of relatively high eco- 
nomic activity, the differential be- 
tween average price rises in states 
with rate increases and those in 
the control states, in relation to 
the average increase in tax rates, 
is greater immediately after the 
increase in the tax rate than it is 
in the short period following the 
increase. On the contrary, in a 
period of relatively low economic 
activity, this differential, in rela- 
tion to the average increase in tax 
rates, is smaller in the short run 
than it is in the longer period fol- 
lowing the increase. 

The differential between average 
price advances in cases of more 
than 1 cent rate increases and 
those without rate changes, in 
terms of the average increase in 
tax rates, is larger than that in 
cases of increase by 1 cent or 
less. The percentage of cases of 
more than 1 cent rate increases 
with upward price variations above 
the average price changes in the 
control states added to the tax rate 
increases, however, was smaller 
than that in cases of 1 cent or 
less rate increases in the short run 
and larger in the longer period 
following the increase. It appears 
that it takes a relatively longer 
period for prices to adjust in the 
case of large increases in tax rates 
than in the case of small increases. 
The percentage advances in gaso- 
line consumption in. states which 
increased their gasoline tax rates 
were less (or declines were greater) 


than the percentage changes in 
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consumption in states without rate 
changes during each of the three 
periods analyzed. Also, in more 
than 65 per cent of all cases of 
rate increases, percentage advances 
in gasoline consumption were less 
(or declines were greater) than 
the percentage changes in the con- 
trol 


states. The proportion of 


states with a retarded rate of 
growth in gasoline consumption 
was smaller in the second year fol- 
lowing the increase in tax rates 
than in the year immediately fol- 
This 


possibly be made clearer by an il- 


lowing. observation may 
lustration based on the experience 
of 1948 through 1951. 
states had no changes in gasoline 
tax rates from 1948 to 1951, ex- 


cept during 1949 when each had a 


Eleven 


rate increase. Twenty-four states 
and the District of Columbia did 
not change their tax rates during 
the period. Gasoline consumption 
in both groups of states is com- 
pared in Table 3, which also in- 
cludes index numbers of con- 
This 


table shows that consumption in 


sumption for both groups. 


the states where the rates increased 
in 1949 did not advance as rapidly 
that did not 


as in the. states 


change their tax rates. This re- 
tardation becomes obvious in the 
year following the tax rate in- 
crease and in the second follow- 
ing year. This comparison seems 
to indicate that, other things being 
equal, gasoline consumption ts less 
after an increase in tax rate than 
it would have been had the rate 


remained the same. 


TABLE 3 
GASOLINE CONSUMPTION FOR GROUPS OF STATES 


1948-1951 * 


Group I Group I 

Consuimp- 

thon an tion an Index 

Miulhons Mulhons Num- 
ol " ol ber 

Ciallons Catlons 


Consump- 


201824 
214268 
23, 585.8 


25 506.5 


100.0 
106.4 
7.2 


125.7 


5 5OS 
1949 5 906.0 
1950 OASLY 
1951 6STO7 


1941S 


* Sources: Computed from U.S. Bureau of 
Public Roads, Highway Statisties, 1948, 1949, 
1050 and 191, and The Te Xiis Company, Nervu- 
ice Station Pree at P mmerpal Cities (unpub- 
lished, February 7, 1952). Group I are the 
states having tax rate imereases in 1919 only. 
Group IL are the states having no changes in 
1G4S 


tax rates alte: 


Other things being equal, tax rate 
changes at high levels do not af- 
fect consumption more than rate 
changes at low levels. 

The rate of retardation in gasoline 
consumption growth in cases of 
more than | cent rate increases 
is greater than that in cases of 1 


Also, 


the percentage of states with a re- 


cent or less rate increases. 


tarded rate of growth in gasoline 


consumption 1s greater in cases of 


more than 1 cent rate increases 
than in cases of increase by 1 
cent or less. This comparison 
seems to indicate that the greater 
the advance in tax rate, the more 
likely it is to retard consumption. 
The rate of retardation in gasoline 
consumption growth in states 
with rate increases, compared with 
states with no rate changes, is 


greater in periods of relatively low 
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production, incomes, and _ prices 
than in periods of relatively high 
economic activity. This is an in- 
dication that the demand for gas- 
oline on the highways is more in- 


come elastic than it is price elastic. 


The conclusions reached in the pres- 
ent analysis are in conformity with the 
results of the Martin-Harris study men- 
tioned before.’ Both analyses tend to 
substantiate each other and, taken to- 
gether, they provide us with evidence 
as to the effects of tax rate increases on 
gasoline consumption over the period 
since 1925 except for 1930 and the 
noncomparable years characterized by 
Addi- 
tionally, the results of the Martin- 
Harris study, being more in line with 
those observed during the second period 
of the present analysis than either of 
the two other periods, tend to confirm 
the findings in this study as to the ef- 


rationing and price controls. 


fects of tax rate increases on gasoline 
consumption in periods of relative eco- 
nomic stability. 


Notwithstanding the fact that the 


rate of growth in gasoline consumption 


in the majority of states with rate in- 
creases lagged behind that in states 
without rate changes, the tax rate in- 
creases did not raise the total price to 
the consumer to the point where the 
demand for highway gasoline was seri- 
ously affected. This is especially true 
in the period of relative economic sta- 
bility that preceded World War IL and 
the postwar period. One factor con- 
tributing to the situation, taking the 
picture in 1950 compared with 1940 as 


10 Martin and Harris, op. cit., p, 87 


{| VoL. VI 


an illustration, was that the relative in- 
crease in total cost of gasoline to the 
consumer was not as great as the in- 
crease in his general cost of living and 
far less than the increase in income per 
capita during the period. The relative 
cost of gasoline even with the tax rate 
increases actually decreased in terms of 
income. the relative in- 
creases in most of the elements entering 
into the cost of operating a vehicle, 
other than the price of gasoline, were 
much greater than the increases in both 
gasoline tax rates and prices. While 
tax rate increases during the period 
amounted to 18 per cent and gasoline 
price increases were about 45 per cent, 
the price index of motor vehicles which 
accounts for one big element of cost, 
i.e., depreciation, increased by 99.5 per 
cent. This indicates that the relative 
cost of gasoline, including the tax rate 
increases, actually decreased in terms of 


Moreover, 


the total cost of operating an automo- 
bile. 

Finally, highway improvements made 
possible by each additional cent of gas- 
oline tax, as well as by increases in other 
highway-user imposts, not only added 
to the safety and convenience of motor- 
vehicle travel, but also reduced operat- 
ing costs through improved surfaces, 
grades, and alignment, reduced mileage, 
and lessened traffic congestion, an influ- 
ence which might have tended to offset 
any unfavorable effect of the rate in- 
crease on the over-all demand for gaso- 


line.*! 


11 Mf Kendrick, ‘ Public 


Neglected Consideration in Tax 


Slade I xpenditure; 
Incidence Theory,” 
(June, 1930), pp 


American Economic Revieu 


30 
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APPENDIX 


WHICH INCREASED GASOLINE TAX RATES AND STATES WITHOUT 
RATE CHANGES 1931-1937, 1939, and 1947-1950 


States Which Increased Gaso- 
line Tax Rates 


Alabama, Arizona, Arkansas, 
Florida, Massachusetts, North 


Carolina, Tennessee, Utah, 


Washington, and Wisconsin. 


Alabama, Mississippi, and New 


York. 


Oregon 


Arkansas 


Connecticut, Delaware, Loui- 
siana, Nebraska, and Pennsyl- 


Vania. 


Louisiana 


Minnesota, Rhode Island, and 
West Virginia 


Idaho, and North Dakota 


Company, 


Service Station Price 


States Without Rate Changes 


The remainder of the states and District of 
Columbia after excluding Idaho, Louisiana, 
Mississippi, Missouri, New Jersey, New York, 
and Pennsylvania. 


The remainder of the states and District of 
Columbia after excluding Arizona, Arkansas, 
Florida, Massachusetts, Missouri, New Mexico, 
North Carolina, Oklahoma, Oregon, Ten- 
nessee, Utah, Washington, and Wisconsin. 


The remainder of the states and District of 


Columbia after excluding Alabama, Arkansas, 


Colorado, Mississippi, Missouri, New Mexico, 


and New York. 


The remainder of the states and District of 
Columbia after excluding Delaware, Louisi- 
ana, Nebraska, New Mexico, New York, 


Oregon, and Pennsylvania. 


The remainder of the states and District of 
Columbia after excluding Arkansas, Colorado, 


and New York. 


The remainder of the states and District of 
Columbia after excluding Connecticut, Dela- 
Nebraska, New York, 
Pennsylvania, Rhode Island, and West Vir- 


ware, Minnesota, 


gimia. 


The remainder of the states and District of 


( olumbia after excluding Louisiana and New 


York. 


The remainder of the states and District of 


Columbia after excluding Louisiana. 


at Principal Cities inpublished, Feb- 





1949 


1950 
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States Which Increased Gaso 


line Tax Rates 


California, Colorado, Connect- 
icut, Maine, Maryland, Rhode 


Island, Vermont, and District 
: 


of Columbia 


Kentucky and Louisiana 


Kansas, 
Minnesota, Montana, Nebraska, 
Nevada, New Mexico, North 
Carolina, Oklahoma, Oregon, 


Delaware, Georgia, 


Pennsylvania, Vermont, and 


Washington. 


Mississippi, and South Carolina 


States Without Rate Changes 


The remainder of the states after excluding 
lowa, Kansas, Kentucky, Louisiana, Nevada, 
Oklahoma, Virginia, and Wyoming. 


The remainder of the states after excluding 
California, Colorado, Connecticut, Delaware, 
Kansas, Maine, Maryland, Minnesota, Mon- 
tana, Nebraska, Nevada, New Mexico, Okla- 
homa, Pennsylvania, Rhode Island, Vermont, 
District of 


Washington, Wyoming, and 


Columbia. 


The remainder of the states and District of 
Columbia after excluding Kentucky, Louisi- 
ana, Mississippi, South Carolina, and Wyo- 


ming. 


The remainder of the states and District of 
Columbia after excluding Delaware, Georgia, 
Kansas, Michigan, Minnesota, Montana, Ne- 
braska, Nevada, New 
Mexico, North Carolina, North Dakota, 
Oklahoma, Pennsylvania, South 
Dakota, Utah, Vermont, Washington, and 


Hampshire, New 
Oregon, 


Wyoming. 
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ROLE A. 


I. THI VALUATION ACT OF L945 


S A 


study of Illinois property tax prob- 


FULI 


result’ of investigation and 
lems by a Joint Legislative Committee 
of the Illinois General Assembly, legis- 
194) to 
between 


lation was enacted in secure 
uniformity of assessment as 
counties through full-value equalization 
by the Hlinois Department of Revenue.! 
This legislation became effective in 1946 
and, since then, the Department of 
Revenue has annually determined the 
average level of assessment prevailing in 
each county and has certified to each 
county clerk the multiplier which must 
be applied to local assessments in order 
In de- 


to raise them to “ full’ value. 


termining the level of assessments in the 


The author, 
Roosevelt College, 
nard and Miss R 
of Revenue, Mr 
partment of 
Federal 


he Iptul comment 


f economics at 
May- 


Department 


Issociate protessor 
thank Mr. E. L. 
Stiefel of the Hlinois 
Lynn A. Stiles of the Hlinois De- 
ind Mr. George W. Mitchell 
Reserve Bank of Chicago for their 
ind suggest He also 


research 


wishes to 


Finance, 

\ 
of the 
wants 
to express his appreciation to the ulty 


committee of Roosevelt College grant mad 


this study pos ible 


I [llinois Revised 1945, Ch. 120, se 
627 provides that the Department of Revenue “ 


raise the 


Statutes, 
shall 
lower or total assessed value of property 
will b 
For a fuller 
sce H. K. Allen, “ Full 
Illinois,” Bulletin of 


XXXI), 


. so that such 


assessed at its full fair cash 


} 


discussion of this legislation 


in any county property 


value.” 
Assessment Program in 


Tax 


Value 
the National 
1946. 


Association January, 


WEI 


various counties, the Department has 


the assessment 


ratios based on the relationship between 


relied on average of 


assessed valuations of “ real” property 
the 
These sales ratios have occasionally been 


and corresponding — sales prices. 
supplemented by appraisals where sales 
samples seemed inadequate. 

The “Full Valuation Act,” as this 
legislation is called, had been designed 
to remove a number of inequities which 
had been prevalent in Hlinois as a result 
of the flagrant violation of the statu- 
tory requirement of 100 per cent assess- 
ment.” There were four major inequi- 
ties which, according to the proponents 
of the legislation, would be taken care 
of by the Full Valuation Act.’ The 
first inequity deals with the instability 
and lack of uniformity in the applica- 
tion of tax rate and debt rate limits. 
These limits are expressed as a percent- 
age of assessed valuations. Because as- 
sessed valuations have constituted vary- 
ing proportions of “ full” value in dif- 
ferent counties and in the same counties 
at different times, effective tax rate and 
debt rate limits varied geographically 


and over time. The second weakness in 


Stat., 1945, Ch. 120, secs and 


524 


egislative Inve tigate Tax 


Dwight H. 


Committee to 


1 
Report to Governor Green, 


4-7 
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Illinois property taxation which the re- 


form legislation was supposed to remedy 
involved the distribution of certain 
state grants, such as equalization aid to 
schools. Such aid has depended in large 
part upon the yield of a certain quali- 
fying tax rate. The lower the average 
level of assessment in a district, there- 
fore, the smaller was the local effort 
necessary in order to qualify for state 
aid. A third deficiency in the work- 
ings of the general property tax in Illi- 
nois affected taxing units overlapping 
two or more assessment jurisdictions. 
Assessment at different fractions of full 
value on the part of the assessing au- 
thorities resulted in the requirement of 
nonuniform effort on the part of tax- 
payers residing in overlapping taxing 
units. Finally, because of an Illinois 
Supreme Court decision, the Depart- 
ment of Revenue is required to equalize 
all state assessments, such as those of 
railroads and capital stock of certain 
corporations, at a ratio reflecting the 
state-wide average of local assessments.’ 


As the had 


varied widely between counties, this 


level of local assessment 
meant that state-assessed property had 
been overassessed or overtaxed, relative 
to local property, in some counties and 
underassessed or undertaxed in others. 
After six years of operation under 
the Full Valuation Act, sufficient time 
has elapsed to make some judgments 
with regard to the degree of success or 
More- 


over, the Illinois experience with state 


failure of this reform legislation. 


equalization may well serve as an ex- 
periment from which other states con- 
templating reforms in 


property tax 


equalization may benefit a great deal. 


4 Mobile and Ohio R.R. vy. 
Hil. 75. 


Tax Commission 474, 


Voi. VI 


Il. THE DETERMINATION OF 


ZATION FACTORS 


EQUALI- 


The success of intercounty 


equalization program depends on the 


any 


accuracy with which the average level 
of assessment for each county is deter- 
mined. Assessment ratio techniques 
have been quite generally accepted as 
the most promising method for meas- 
uring assessment levels.° ‘To yield satis- 
factory results, however, two vexing 
First of all, 


a sample must be obtained which is rep- 


problems have to be faced. 


resentative and of sufficient size so that 
inferences about the universe or popu- 
lation of data can be drawn with some 
precision, ie., with a low standard er- 
ror. In the second place, the profes- 
sional property tax administrator must 
be in a position to convince the director, 
commissioner, or other official in charge 
of top-level policy determination that 
once the average assessment ratio 1s 
found, it should be the equalization 
factor and there should be no compro- 
mising by formula or other means, even 
in times when the price level changes 
rapidly and assessments lag considerably 


behind the market. 


5 For detailed discussion of assessment ratio analy- 

sis, the following selected readings are recommended: 

Illinois Legislative Council, Assessment Ratios, Pub- 
lication No. 70, February, 1946 

Illinois Tax Commission, Tax-Rate Limits and As- 
sessmen!# Ratios: 1925-1940 (1940), pp. 15° ff. 

George W. Mitchell, ‘Using Sales Data to Measure 
the Quality of 
National Tax 
430-40 


Administration,” 
1948, pp. 


A comprehensive bibliography is part of 


Property Tax 

Journal, December, 
this article 

R. Nelson and George W. Mitchell, Assessment of 
Real Estate in lowa and Other Midwestern States, 
9Fi. 

Joseph D. Silverberg, Assessment of Real Property 
in the United States, New York State Tax Com- 
mission, Special Report No. 10, 1936. 
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The Sam ple 


Illinois has a general property tax and 
theoretically, therefore, all taxable 
property—real estate as well as person- 
alty, tangible or intangible—constitutes 
the universe which must be sampled in 
order to 
levels. 


determine actual assessment 
The Ilinois Department of Rev- 
enue, however, has decided to base its 
equalization factor on real estate only. 
This action can be justified only on the 
grounds that it would be both ex- 
tremely difficult and quite costly to find 
If it 
could be demonstrated, of course, that 


assessment ratios for personalty.° 


the treatment accorded personalty was 
substantially the same in all assessment 
jurisdictions, one might not quarrel too 
much with this omission. Such an as- 
sumption, however, cannot be justified 
in Illinois where there are great differ- 
ences in the level of personalty assess- 
ment as well as in the extent to which 
personal property is nonassessed. 
Another shortcoming inherent in the 
sales-ratio method is the assumption 
that sales of real estate constitute a sat- 
isfactory sample of all real estate. Ac- 
tually, this assumption is not too objec- 
tionable if two conditions are present: 
(1) a large number of sales in the 
sample, and (2) a stratification of real 
estate sales, both geographically and by 
class of property with 


weights assigned to each stratum. 


appropriate 
Phe 


first condition tends to assure the in- 


clusion of all types of real property in 
the sample. 


The second condition will 
assign weights to different classes of 
property, for example, according to 
their importance (in terms of full 


6 Cf., E. B. Schmidt, ‘ Categorical Inequalities in 
Assessment in Nebraska, 1930-1950," National Tax 
Journal, June, 1952, p. 130 
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value) rather than on the basis of fre- 
quency of transfer through sales. If 
the number of sales is inadequate in any 
particular stratum, sales of a previous 
assessment year, adjusted for changes in 
real estate prices, or appraisals could be 
used to supplement the current. sales 
sample. 

Illinois has stratified its sales sample 
both geographically and by classes of 
property. However, a very good case 
can be made for greater stratification. 
Except for Cook County (which in- 
cludes Chicago), where different classes 
of property are recognized, the Depart- 
ment, by and large, has found it possible 
to stratify only in terms of rural and 
urban categories for purposes of stratifi- 
cation by type of real estate. This may 
result in a distorted average assessment 
ratio because automatically a relatively 
heavy weight is assigned to residential 
property, of which there are many sales, 
as compared with industrial or com- 
mercial property which is 
quently transferred. There is a good 
reason, however, why the Illinois De- 
partment-of Revenue has not stratified 
further. Whereas the Cook County 
assessor uses classifications on his books, 
other assessors throughout the. state 
have not introduced such a system. To 
expand its sample stratification, there- 
fore, the Department would have to 
engage in the rather costly and time 
consuming task of classifying real estate 
throughout the state. 


less fre- 


Assessment Ratios and Equalization 
Factors 

The equalization factor is a ratio, the 
reciprocal of which serves as a multi- 
plier which yields the equalized or full 
value assessment if applied to the as- 


sessed valuations of a 


county. Each 
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year the Illinois Department of Rev- 


enue assessment 


ratio which is a weighted mean of the 


computes a county 
median ratio for each stratum of the 
sales ratio sample. The ratio might 
serve as the equalization factor, but this 
has never been the case since the state 
started to equalize county assessments 
at 100 per cent in 1946. There are two 
major reasons why the county assess- 
ment ratio, based on real estate sales 
during the latest assessment year, has 
not been employed as the equalization 
factor. The first and somewhat justifi- 
able reason has been the desire to get a 
less erratic and a more representative 
ratio for counties where only a few sales 
data are available in any given year. In 
this case it has often been the practice 
to use a two or three-year average of 
county ratios as the equalization factor. 
This procedure is much simpler than 
the possibly more accurate technique of 
estimating the sales prices which would 
have prevailed during the latest year on 
property actually transferred the pre- 
vious year. The second and, in the 
opinion of this writer, unjustifiable rea- 
been the distrust of market 


son has 


value in time of inflation. In a belief 
that market values at such times are not 
in line with some mysterious “ intrin- 
sic” value, policymakers have a tend- 
take it 
temper the objective judgment of the 


ency to upon themselves to 
market with their own subjective judg- 
ment.’ This can be accomplished by 
various averaging formulas, involving 
the county ratios for several years, and 
by the use of “ deflationary factors.” 


By this means, a “ suitable” equaliza- 


Value,” 
(XXXI), 


7Cf., Lynn A. Stiles, “ Full Fair Cash 
Bulletin of the National Tax 
1946 


Association 


November, 


Vor. VI 


tion factor can always be determined 
by changing or adjusting the averaging 
formula. Such changes are particularly 
objectionable because they may, in ef- 
fect, offset any variations indicated by 
the sales ratio analysis. 

During the short history of full value 
equalization in Illinois, a number of 
“ formulas’? have been used to deter- 
The 1946 
equalization factors, for example, were 


mine equalization factors. 


the result of an averaging process in- 
volving 1943, 1944, and 1945 sales data, 
with the middle given 


year being 


double weight. A similar process was 
used for the 1947 factor determination, 
with one important and unfortunate 
variation. Where the three-year aver- 
age of county ratios would have re- 
sulted in a factor for 1947 which dif- 
fered by less than 12 per cent from the 
1946 factor, no change was made and 
the 1946 factor was used for 1947 as 
well. Moreover, where a difference of 
more than 12 per cent existed, only 
“the excess in the difference was used 
in adjusting the 1946 factor upward or 
downward to 
1947.” * 
nored substantial changes in real estate 
the 


“conservative” full values 


become the factor for 


This procedure, in effect, ig- 
values, as Department wanted 
“in relation 
to current real estate sales prices, which 
have been perceptibly affected by in- 
flationary pressure brought about by 
critical shortages and swollen personal 
incomes.” * The Department also stated 
in 1948 that “the equalization factors 
announced tor 1947 


and the corre- 


S Memorandum of the Property Tax Division of 
the Illinois Department of Revenue dated March 8, 
1948 on “ Method of 1947 


Fqualization Factors.”’ 


Determining County 


“Ibid 
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sponding multipliers tend to discount 
today’s inflated Sess 
Thus, the precedent was set for dis- 
counting the evidence of the market 
and for substituting the Department’s 
judgment as to the degree to which 


purchase _ prices. 


property values have become “ in- 


flated.”” 
has often failed to make changes in 


In subsequent years the state 


county equalization factors in spite of 
continued increases in real estate prices, 
as shown by a study of the Revenue 
Department’s own sales data. 

Once the use of averaging formulas, 
the freezing of ratios, or the application 
of deflationary factors is accepted, the 
danger develops that the policymakers 
will try to find formulas which will 
yield equalization factors to satisfy tax- 
payers’ organizations, school lobbies, or 
other pressure groups. Concessions to 
such groups may be made on the basis 
of honest convictions as to the detri- 
mental effects of high tax rates or in- 
The 


equalization agency, however, has only 


adequate grants-in-aid to schools. 


an equalizing function and, like asses- 
sors, it should only be concerned with 
the equity in the distribution of tax 
with the welfare of 
Such 


burdens and not 
schools, taxpayers’ groups, etc. 
matters should be left to the legislative 
branch of the government. 


Il. FQUALIZATION IN OPERATION 


Intercounty equalization is a com- 
plete success only if the resulting aver- 
age level of assessment is the same in 
every county. Moreover, according to 
the Illinois legislation, this average level 
must be 100 per cent of full, fair cash 


value. Such complete equalization is 


10 Thid 
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probably unattainable in practice, but 
the effectiveness of the administration 
of equalization legislation can be meas- 
ured by the degree to which inter- 
county uniformity in assessment levels 
is attained. 


Equalization Levels and Intercounty 
Uniformity 

Tables 1 and 2 are designed to provide 
the basis for an analysis of intercounty 
Table 1 fre- 
quency distribution of the published 


uniformity. shows a 
1945 equalization factors and of the 
1946 and 1950 effective county ratios 
An ef- 
fective county ratio is here defined as 
the product of latest available 
county ratio and the multiplier cur- 


for the 102 counties of Illinois. 
the 


rently applied to county assessments. 
Thus, if the county ratio for X county 
for 1951 is 40 per cent, and if the De- 
partment through the use of an averag- 
ing formula determines an equalization 
factor of 50 1952, and 


therefore uses a multiplier of 2, the 


per cent for 
“effective” county ratio (the ratio in 
effect after equalization) would be 40 
per cent x 2, or 80 per cent.'' The 
three years, 1945, 1946, and 1950 were 
selected for analysis because 1945 was 
the last year before the Full Valuation 


1k The effective 


1 } 
Nes equalization 


The Department of 


unfortunately, not the county ratios. 


: 1 
€ computed wever, by using the 


the Department of Revenue which is 
llinois Tax Commission, Tax Rate 


ment Ratios, op. cit., pages 11-12 


described in 

Limits and Asse 
Publication of these ratios by the Department would 
I tudents of Illinois 


be of great value to property 


tas admini tration 
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Act went into effect, 1946 was the first 
year of state equalization, and 1950 is 
the latest year for which data are avail- 
able at this time. Equalization factors, 
which were computed for other pur- 
poses prior to 1946, took on new mean- 
ing and importance that year because 


TABLE 1 
Distrieutrion or 19415 EquarizaTiIon Factors 
AND Errective County Ratios 
FOR 1916 AND 1950 * 


Equalization Factors Number of Counties 
or Icffective * 

County Ratios 1945 1916 1950 

10-14 

1519 

20-24 

25-29 


30-34 
35-39 
40-44 
45-AY 
HOA 
55-59 
OO-64 
65-69 
70-74 
75-79 
SOS 
SO-SY 
GOOF 
5-99 
100-104 


102 102 102 


* Source ~ Tinoi 
equalization 
ratios effective 
from available 
above) 


Department of Revenue for 
factors and median 
county ratios were 


assessment 
compute d 


information (see footnote Tf, 


from 1946 on the reciprocal of these 
factors has been used as the multiplier 
which, if applied to local assessments, 
was supposed to yicld an average 
county ratio of 100 per cent for every 
Illinois county. As the equalization 
factors used by the Department of Rev- 
enue have been the result of some form 
of averaging of county ratios for previ- 
ous however, effective 


years, county 
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ratios could neither be 100 per cent 
during a period of rising prices, nor 
could they be the same for all counties 
as long as price movements and assess- 
ment practices do not follow an identi- 
cal course in every county. 

An analysis of the frequency distri- 
bution of county ratios presented in 
Table 1 and of the measures of central 
tendency and dispersion based on these 
distributions (presented in Table 2) re- 
veals a great deal about the effectiveness 


TABLE 2 
Meptans, QuARTILES, AND CorrFICIENTS or Dis 
PERSION FOR THE DISTRIBUTION oF 1945 
HQuaLizATION Facrors AND Errec- 
tive Country Ratios ror 
1916 AND 1950 * 


Coefficient 
of 


Dispersion 


I irst 
Quartile 


Third 
Quartile 


Year Median 


1945 
1916 
1950 


30.9 25.6 
SS4 S54 


62.7 a7 9 


39.0 
GLY 
67.4 


* This table is based on the frequency distri- 
butions in Table 1. 


1946 
the median level of assessment actually 


of the equalization program. In 


came relatively close to full valuation 
by reaching 88.4 per cent as compared 
to a 30.9 per cent median equalization 
factor in 1945. 
median level had been permitted to 
This 


decline was caused by a combination of 


By 1950, however, the 
drop down to 62.7 per cent again. 


the rising real estate price level and the 


changes in the averaging formulas used 


in the determination of equalization 
factors. Similarly, uniformity in as- 
sessment levels, as between counties, in- 
creased tremendously between 1945 and 
1946, but much of the gain was largely 
1946 and 1950. This is 
most clearly indicated by a study of the 


lost bet ween 
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coefhcients of dispersion for the three 
years. 
a range of approximately 21.7 per cent 


Such a study shows that within 


laid off on either side of the median, the 
central half of the county equalization 
factors were to be found in 1945.'* In 
1946, half the 
county ratios were to be found within a 


however, effective 
much narrower range of about 3.7 per 
cent on either side of the median. By 
1950 uniformity had been so reduced 
that the central half of the ratios would 
be included only if about 7.6 per cent 
of the value of the median were laid otf 
on either side of it. Although theoreti- 
cally all counties were valued at an 
average level of 100 per cent in 1950, 
average valuations actually — varied 
roughly between 45 and 90 per cent of 
full value. 

Although the evidence presented in 
Tables 1 and 2 shows quite clearly that 
there has been a reduction in assessment 
1946 1950, 
this conclusion is subject to one reserva- 


uniformity between and 


tion and a word of caution. First of 
all, it must be pointed out that the 
yardstick for measuring uniformity 
which has been adopted in this paper is 
the distribution of effective county 
ratios based on the latest year’s sales 
data collected by the Department of 
Revenue. These data, however, may 
not be sufficient because of inadequate 
sample size and stratification, especially 


for some of the smaller counties. It 


seems advisable, therefore, not to place 


too much reliance on the accuracy oO! 
the extremely high or the extremely 


12 Thi: State 


tually, 21.7 per cent would hay 


1 
ment is only roughly 


correct Ac- 
to be laid off on 
either side of a point halfway between the first and 


third quartile This middle point and the median 


coincide only in a normal distribution 
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low county ratios in the frequency dis- 
Sec- 


ondly, the reader must be cautioned not 


tributions presented in Table 1. 


to jump to the conclusion that, because 
of reduction in the level and unitormity 
of equalized assessments, the Full Valua- 
tion Act has not made a major contri- 
bution to the improvement of property 
tax administration in Illinois. 

The decline in the efficiency with 
which equalization has been carried out 
in Illinois during the last few years is 
clearly not due to the use of the sales 
ratio method, but it is the result of an 
unwillingness to accept fully the data 
yielded by a comparison of assessed 
valuations and sales. Averaging and 
freezing of ratios are definitely not con- 
sistent with the aims of equalization, as 
is indicated in Table 2. 


Some Results of Equalization 


The manner in which equalization 
factors have been determined in Illinois, 
then, has had two important conse- 
quences. The level of equalization has 
declined, so that it is now much closer 
to 50 per cent than to 100 per cent. 
This means that total valuations in the 
state have been kept considerably below 
full value (based on one-year county 
ratios). The other result has been the 
rise in the inequality in assessment levels 
between countics im recent years, al- 
though this inequality is still consid- 
erably less than it was before the 1946 
equalization reform. 

The level of equalization is of great 
importance both to taxpayers’ groups 
and to spending units. As long as tax 
rate limits, debt rate limits, and quali- 
fying rates for state grants are an in- 
tegral part of our property tax struc- 


ture, it is possible to influence tax 
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and 
grant-in-aid distribution by controlling 
aggregate valuations. The higher the 
assessed valuations are, the less restric- 
tive are tax and debt rate limits and the 


extensions, public borrowing, 


more difficult it becomes for school dis- 
tricts, for example, to qualify for 
equalization aid, unless, of course, basic 
tax rate limits, debt rate limits, and 
equalization aid legislation are altered. 
The extent to which equalized assessed 
valuations in Illinois have been below 
what full valuations would have been if 
the Jatest county ratios had been used, 
instead of equalization factors, is shown 
in Table 3. It can be seen from the 
table that the Department of Revenue 
has permitted equalized valuations of 
state property to rise only about 11 per 
1946 to 1950, whereas the 
use of county ratios would have resulted 


cent trom 
in a 56 per cent rise in valuations. As 
this was a period of rapidly increasing 
costs and real estate prices, it seems to 
be a fair assumption that the state 
yielded to prejudice against the signifi- 
cance of market values or possibly to 
the persuasion of groups such as tax- 
payers’ organizations that did not favor 
steeply rising assessed valuations.'” 
have 
brought increases in tax extensions to 


Higher valuations might well 


finance the expanding costs of local 
governments during a period of infla- 
tion and rapidly increasing school popu- 
lation. Although local spending and 

1s The rise in building costs and real estate prices 
is indicated by a number of indices, 
Index of 
Record rose from 242.2 to 
1946 and 


Agriculture's 


For example, 
News 
about 45 
1950, and the Illinois 


index of 


the Building Cost the Engineering 
356.2 or by 


per cent between 


Department of estimated 


value per acre of Illinois farm land rose from 181 
- 


to 236, or by 


period 


about 30 per cent during the same 
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taxing could have been checked locally, 
it might have been convenient to blame 
the state government for the higher tax 
burdens if it had permitted a greater 
rise in equalized valuations. Possibly to 
the equalizing 
agency has taken on the function of 
controlling, at least to some extent, 
local budgets. 


escape such blame, 


If this function must be 
performed, however, it should be car- 
ried out by the legislature which could 
change tax rate limits, for example. 


TABLE 3 
Furi, Varuations or Intinois Property Basep 
on Larest County Ratios AND ON EQquati- 
ZATION Factors OF THE DeparrMeNnrtT 
or Revenve, 1916-1950 * 


(Amounts in billions of dollars 


Pull Value - Based on 


Latest County 
Ratios 


Eauahzation 


Fuectors 


1916 
LOAT 
1D1S 
1949 
1950 


$22.9 $208 
27.0 210 


30.7 22 


33.6 af 
l 


Qn = ‘ 
ede e 


* Source: Computations are based on Hlinots 


Department of Revenue data. 


The effect on the distribution of state 
aid which results from keeping the 
equalization level down can be illus- 
If a fifty 
cents qualifying tax rate plus certain 
flat grants does not yield $160 per stu- 
dent in average daily attendance in a 
certain school district, the district re- 
ceives a supplementary equalization 
grant to assure an income of $160 per 
student. In 1950 the Chicago Board of 
Education was eligible for equalization 
aid of about $6.7 million because its 
qualifying extension against an equal- 
ized valuation of $8.1 billion, supple- 


trated by a simple example. 
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mented by flat grants, produced only 
$46.5 million, whereas the guaranteed 
income of $160 per student amounted 
to $53.2 million.’ Full valuation for 
Chicago, if based on the county ratio 
for the latest available year, however, 
would have amounted to approximately 
$13.1 billion rather than $8.1 billion. 
With such a higher equalized valuation, 


than it was in 1945. It can be shown, 
for example, that the injustice which 
results in overlapping districts (e.g., in 
cities located in two or more assessment 
jurisdictions) has been reduced by in- 
This can be il- 
lustrated by the case of Barrington, 
Illinois, which is located partly in the 
Barrington Township of Cook County 


tercounty equalization. 


TABLE 4 


DbreRMINATION OF EQuatization Ai ror THE Cutcaco Boarp or Epucarion 


ar AcTUAI 
FOR THE 


Asst ssed 
Chicago eae 

Qualifving Rate $ 

Quahfving Iextension 

Plat Grants oe : 

Qualifving Extension Plus Flat Grants 
(344) : 

State’s Budget Guarantee Per Student 

Average Daily 

Aggregate State 

hqualization Grant 


Valuation for the 


\ttendanee x x 
Guarantee (66 7) 


* This table is based on data from the 


the qualifying rate of fifty cents per 


hundred dollars of valuation would 


have yielded over $65 million, which is 
more than the state guarantee. Clearly, 
then, the Chicago Board of Education 
and many other school districts would 
have been deprived of some or all of 
their equalization aid unless qualifying 
rates had been revised. 

Although the manner in which the 
Full Valuation Act has been adminis- 


tered has made for a decrease in the in- 


tercounty uniformity of assessment 
levels, this uniformity (as was shown in 


Tables 1 and 2) is considerably greater 


and HyporHerical 
Year 1950 * 


Actual Equalization 
Level Determined 


$ 87 billion 
5 per $100 valuation s 
$40.5 million 
$ 6.0 million 


$16.5 million 
S160 
2.668 students 


$67 


EQUALIZATION LEVELS 


Hypothetical Equah- 
zation Level 
\ssuming Full or 
100 Per Cent 
\ aluation 


bv the 
Authorities 


ED 


$13.1 billion 
5 per $i00 valuation 
$53.2 million 
S$ 60 millon 


$59.2 million 
S160 

332.668 students 
$55.2 million 


No grant 


million 
million 


Illinois Department of Finanee. 


and partly in Cuba Township of Lake 
County. Assessment levels in the two 


townships prior to equalization, as 
measured by median assessment ratios, 
show the following figures for the years 


1945 and 1948: '” 


1915 


Pownship 11 30 
Pownship ll i 


Barrington 


Cuba 


In 1945 a typical Barrington home with 


a market value of $10,000 may well 


$4,100 if it 
located in Barrington Township on the 


have been assessed at was 


15 See Departm nt of R 4 Property 


Tay ties for 1945 and 1948 
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The 


same home, if located in Cuba Town- 


Cook County side of the village. 


ship, however, might have had an as- 
sessment of only $1,100. As a result, 
the latter had to bear only one-fourth 
of the burden of village taxes carried 
In 1948 the 
corresponding assessed valuations (be- 


by the neighboring home. 


fore equalization) would have been 
$3,000 and $4,400 respectively. Equal- 
ization in effect in 1948 managed to 
reduce this injustice. After applying 
the multipliers based on the county 
equalization factors certified by the 
Ilinois Department of Revenue in 1948, 
the average valuation on a hypothetical 
home in the two townships would have 
been $4,290 and $4,835, respectively. 
Complete uniformity, of course, cannot 
be expected as long as intertownship in- 


equality within a county is tolerated. 


Even though the above illustration 


indicates the gains that have been 
brought about through equalization re- 
form in Illinois, the developments of 
the last few years have shown. that, 
when the use of administrative discre- 
tion interferes with sound equalization 
techniques such as the assessment ratio 
method, the gains made by legislation 
may, to a large extent, be lost by ad- 


ministrative procedures. As soon as the 


e 


“judgment” of administrators enters 
into the determination of equalization 
factors, there is a great risk that pres- 
sures will result in a steady increase in 
the dispersion of assessment levels of 
different counties. This is clearly shown 
by the history of equalization in Hlinois, 
as illustrated by the statistics. 


IV. CONCLUSION 


aim of the 


The 


legislation in Hlinois was twofold: (1) 
§ 


1945 equalization 


to bring about intercounty uniformity 
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in assessment levels, and (2) to create 
this uniformity at a level reflecting the 
full value of property. If successful, 
this reform was bound to remove a 
number of inequities which had been a 
part of the Illinois property tax struc- 
ture. 

The statistical evidence shows clearly 
that, through the operations of the Full 
Valuation Act, the level of assessments 
has been brought closer to the statutory 
“100 per cent of full, fair cash value,” 
and that greater intercounty uniform- 
ity in assessment levels has been attained. 
The evidence also shows, however, that 
there has been a reduction in the effec- 
tiveness with which the legislation has 
been administered during the 
since 1946. Both the level and the in- 
tercounty uniformity of 


years 


assessments 
have been declining. 

Nevertheless, the equalization pro- 
gram based on the Full Valuation Act 
constitutes the basis for successful prop- 


erty tax reform which should be con- 


tinued. The experience with equaliza- 
tion in Illinois, however, suggests the 
following recommendations which, if 
adopted, may well result in more ettec- 
tive administration in Illinois or in any 
other state: 


1. The assessment ratio method is the 
foundation of any successful equal- 
The 


possible effort must be made to 


ization program. greatest 
assign adequate staff and financial 
resources to the determination of 
these ratios. 

It is of supreme importance to 
create confidence (especially on the 
part of the policy-making officials) 
in the accuracy of the assessment 
ratio data. 
if the 
selves confident that they have 


This can only be done 


administrators are them- 
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adequate sales or appraisal samples 
or both. Therefore, stratification 
of the properties in the sample by 
their location, class, and age is es- 
sential! 

Some weighted averages of assess- 
ment ratios (e.g., a weighted mean 
of the medians for the various 
strata) for the latest assessment 
year should, in general, be used as 
equalization factors. 

The freezing of equalization fac- 
tors, the use of deflationary or in- 
flationary factors, and the use of 
averaging formulas which can be 
changed by administrative discre- 
tion are all detrimental to effec- 
tive equalization administration, 
and should therefore be avoided as 
much as possible. 


The equalizing agency should be 
lr} jual g agency should | 


concerned only with bringing 
about identical average levels of 
assessment for various counties 


and should resist all pressures to 


modify its procedures in order to 
influence such matters as local tax 
rates, state aid payments, etc. If 
equalization has “ undesirable ” 
effects on any of these other 
matters, the equalizing agency 
should report to the legislature 
which could then take appropriate 
action. 

Equalization agencies should rec- 
ognize that there is no more ob- 
jective measure of value than that 
of the market, and that so-called 
normal values of the past may 
never return. 


It is recognized that in the adminis- 
tration of property tax equalization, as 
in that of any other legislation, perfec- 
tion is unattainable; but the closer an 
equalizing agency can come to follow- 
ing the above recommendations, the 
closer it will probably come to an effec- 
tive and efficient performance of its 


functions. 





CALIFORNIA HAS A SALES TAX HEADACHE 


DIXWELL L. PIERCE * 


ALIFORNIA is afflicted with a se- 
vere sales tax headache aggravated 
In the once- 


by use tax complications. 
golden empire between the biue Pacific 
and the snowy Sierra, 285,000 retailers 
and their 11 million customers are now 
distractedly exchanging copper coins. 
This they do in order properly to ac- 
count for 163 separate sales taxes with 


92 use tax concomitants, at rates rang- 
ing variously from 3 per cent to 41% 
per cent. 

But it must not be supposed that 
sales and use tax revenue in California 
is small change. True, when the sales 
tax was first imposed back in Governor 
James Rolph’s administration, some wag 
called it “a penny for Jimmy.” The 
from = San 
Francisco, not without wit, was quick 
to rejoin that the tax was “a penny for 


distinguished — gentleman 


Johnny.” The Governor was referring 
to the average schoolboy, whose teacher 
was assured of her pay out of sales tax 
proceeds. 


1 


is secretary of the State Board of 


ition in Sacramento, Calitornia 


The author 


I pualiz 


Now Californians no longer joke 
about sales and use taxes as they did 
twenty years ago. During the current 
fiscal year these taxes will have trans- 
ferred almost $500 million to the public 
treasuries. In no other state does de- 
pendence upon sales and use taxes ap- 
proach such proportions. Even in Cali- 
fornia, where rapid growth is taken for 
granted, this is a phenomenal occur- 
rence. 

What Californians now pay in sales 
and use taxes alone exceeds by more 
than $100 million their entire state and 
local tax payments in 1932, the last 
year in which there were no sales tax 
The population has about 
doubled, but state and local taxes are 
five times as great. Of this staggering 
total of $2 billion, sales and use taxes 
account for at least a quarter. 


collections. 


Diagnosis discloses that, of itself, the 
and use tax 
“take” does not produce the headache. 
Paradoxically, although the state-col- 
lected portion of these taxes represents 
90 per cent of the total, retailers ascribe 


mere size of the sales 
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90 per cent of their sales and use tax 
“grief” to the 10 per cent of the taxes 
that the cities collect. 
cumulating steadily that sales and use 
taxes are not adapted to indiscriminate 
local administration. 

How, then, did California cities get 
into the field? What practical steps 
may be taken to translate these multiple 
collections into a single state-adminis- 
tered tax? 
the answer to the first question, and 
legislative action is needed to find an 
answer to the second. 


Evidence is ac- 


Legislative action furnishes 


History 


In mid-1943, the legislature reduced 
the rate of the state sales and use tax 
from 3 per cent to 2'% per cent. A 
war economy had increased greatly the 
dollar volume of retail sales. Concur- 
rently, it had limited the immediate ob- 
So the law- 


makers sought to lessen the sales tax 


jects of state expenditure. 
burden. Their purpose was commend- 
able, but they failed to realize that their 
action would be regarded by city au- 
thorities as an invitation to enter a field 
that held 
means of easing property tax difficulties. 


attractions for them as a 

That these dithculties were largely at- 
tributable to inadequacies of adminis- 
tration did not deter city officials from 
seeking other revenue sources, rather 
than putting in order one that they 
were using ineptly, if not unfairly. 
And so, the tax that Cali- 
fornia consumers were supposed to de- 


“relief” 


rive from reduction of the state sales 
tax soon vanished. 

Within a year and a half, municipal 
Start- 
ing in January, 1945, these taxes went 
through a brief experimental period. 


sales taxes were on the march. 
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That was before Los Angeles, even more 


effective as a queen of boosters than of 


angels, adopted this new source of rev- 
enue as its own. Other California cities 
followed the leader in almost indecent 
haste. 

By the end of 1946, 35 cities had 
similar taxes; 43 more joined the group 
in 1947. Today 162 of California’s 
310 cities are collecting sales taxes. 
These municipal taxes are superimposed 
upon the state sales tax. That tax is no 
longer at 2! per cent since the legisla- 
ture found it necessary in 1949 to re- 
store the cut it had made so generously 
(for the cities) in 1943. Now Cali- 
fornia does not have the single state 
sales and use tax reduced so hopefully 
ten years ago. Instead, as to 80 per 
cent of the taxable transactions occur- 
ring in the state, the tax has increased 
to 3!) per cent or more, and it is a 
multiple imposition. 

True, the state tax rate has been re- 
turned merely to the 3 per cent that 
prevailed before 1943, but city taxes so 
blanket retail trade as to make a 3 per 
cent sales and use tax an exception, not 
14, of 1 per 
cent municipal rate results in a com- 
There are 57 


the rule. In 101 cities, a 
bined 3!% per cent rate. 

cities, one of them the third largest in 
the State, where the local rate is 1 per 
cent, so that the total “ take” is 4 per 
cent. One city has a rate of 1'2 per 
cent. %Jn three others the authorities 
have contented themselves for the mo- 


ment with a tax of >4 of 1 per cent. 


“ For the moment ” is used advisedly. 
Rates are continually changing as city 
governing boards succumb to the lure 
taxes to 


of “ painless” augment rev- 


enues. In less than a year, the number 
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of cities with 1 per cent taxes has in- 
Only a 
few cities of any size are without sales 
taxes, and their number is_ steadily 
dwindling. 
cities imposing use taxes is growing 


creased by 12, or 25 per cent. 


In contrast, the number of 


constantly. 
At first, no city made bold to at- 
No doubt 


city “ fathers” were influenced by con- 


tempt imposing a use tax. 
siderations of prudence. Never easy to 
administer, a use tax becomes extremely 
dificult to enforce at the municipal 
level. Designed to protect and supple- 
ment sales tax revenues, it applies only 
to the local use of personalty bought 
for that use from a retailer without re- 
imbursing him for the local sales tax. 
Normally, a use tax is collected with 
respect to personalty acquired outside 
If the seller 
happens to have a place of business 


the taxing jurisdiction. 


within the jurisdiction, he is required to 
collect the tax from the purchaser and 
and pay it over to the taxing authority. 
Otherwise, the user is expected to make 
a tax return directly to the administra- 
tive authority. 


This is a duty more honored in 


breach than observance, particularly 


when the administrator has but limited 
facilities for ascertaining the occurrence 
of such transactions. Moreover, the 
smaller the area of the taxing jurisdic- 
tion, the greater the number of poten- 
tial use tax obligations in proportior. to 
transactions subject to sales tax. Going 
outside of city limits to buy something 
is ordinarily much easier than crossing a 
state line for that purpose. 

No doubt a city needs a use tax to 
protect the trade of its merchants and 


its sales tax revenues, but, as a practical 
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matter, it can give only token enforce- 
ment toa use tax. Collections are made 
for the most part from retailers doing 
business within the city, who sell to 
local customers, either through stores 
maintained elsewhere or by means of 
deliveries made directly to those cus- 
tomers from out-of-city points. Thus, 
the merchants whose trade the city 
would “ protect ” by the use tax device 
actually lose trade on this account. 
The canny customer buys from some 
other retailer with a store outside the 
This 


retailer obligingly collects no city use 


city but with none inside the city. 


tax because the city has no jurisdiction 
over him. 
“ports of entry,’ 
tential payers of a consumer use tax 


Since there are no city 
’ 


and checking all po- 


would be an expensive and unpopular 
procedure, no use tax is paid. 

At a recent legislative hearing in 
Sacramento, most convincing testimony 
was given on this point. The executive 
of a large Los Angeles department store 
His 
company has a store in Pasadena as well. 
A Pasadena customer, a lady of impec- 
cable taste and keen tax sensitivity, sees 


told of his distressing experience. 


some excellent merchandise in the com- 
pany’s Pasadena store. The price is 
$1,000, to which the retailer must add 
$35 sales tax reimbursement ($30 for 
state, $5 for city tax). The lady will 
look further. What lady does not? 
So, the potential customer is driven 
in her expensive car some 14 miles 
down the Arroyo Seco Parkway to Los 
Angeles, where she finds the same mer- 
chandise in the company’s store there. 
She is about to have it charged to her 
account and delivered to Pasadena, ex- 
Los Angeles sales tax because it is an 
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shipment. her 
disgust when she is informed that she 
must reimburse the store for the Pasa- 
dena use tax because the company does 


In that 


out-of -city Imagine 


business in that city as well. 
case, she will look further. 
Only a block away is the store of a 
competitor. The lady from Pasadena 
investigates. She finds the same mer- 
chandise at the same price. The com- 
petitor has no Pasadena store and will 
gladly sell the property ex-city sales 
The lady is delighted and, since 
she does 
there, gives the merchant her check for 
$1,030. She 
thinking of what she will do with the 
$5 she has 


taxes. 


not have a charge account 


motors home happily 


“ saved.”” Of course, she has 
no intention of paying it to the City of 
Pasadena. 

All of this is very amusing—if you 
are not a retailer with extensive estab- 
lishments in Los Angeles and Pasadena. 


But 
So often, in fact, that the Cali- 


It doesn’t happen often, you say. 


it does. 
fornia Retailers Association has become 
deeply concerned. 

Speaking at the National Tax Con- 
ference in Dallas a little more than a 
year ago, Mr. Vincent D. Kennedy, 
Managing Director of the Association, 
sounded this warning: 


The problems of a nonintegrated 
local-State sales and use tax program 
that they will eventually 
cause a revulsion against all sales and 
use taxes. It can mean the untimely 
end of a very efhicient source of rev- 


are such 


enue. 

Under conditions, it 15 
nearly impossible for any large busi- 
operation, 


existing 


doing business in 
many municipalities, to comply with 


ness 


CALIFORNIA SALES 


TAX 171 


all of the local sales and use tax re- 

quirements, regardless of the inten- 

tions of the executives to follow the 
law in all particulars. 

Probably few city authorities heard 
Mr. Kennedy’s warning or read what he 
said when the proceedings of the con- 
In their ab- 
sorption in local affairs, they do not 
ordinarily attend National Tax Conter- 
ences or subscribe to the publications of 
the National Tax Association. Perhaps 
that accounts for the fact that, in the 


ference were published. 


brief period since he spoke, some 36 
California cities have enacted use taxes. 
These included several that already had 
sales taxes, as well as others that were 
adopting sales tax ordinances tor the 
first time. At any rate, there are 91 
cities in the state that now supplement 
their sales taxes with use taxes. 
Conceivably, the retailers’ plight may 
have evoked some response among the 
ranks of those who enact city taxes. 
One city, with a sales tax rate of 34 of 
1 per cent has mercifully fixed its use 
If Pasa- 


dena had provided for a comparable 


tax rate at '> of | per cent. 


differential, possibly the trade of its 
prudent resident would not have been 
but who 


so. disturbingly diverted, 


knows? 
What Can Be Done? 


What has been said should establish 
clearly how city sales and use taxes 
originated in California, how they have 
“mushroomed ” since, and why their 
continued use and expansion may be 
expected to prove calamitous. What is 
the remedy? 

Just as 1943 legislative action paved 
the way for local sales and use taxes, 





172 NATIONAL TAX JOURNAL 


legislative action is needed in 1953 to 
provide an acceptable substitute for 
what are fast becoming intolerable ex- 
Cises. 

Because this is occurring in California 
and not Massachusetts, we need not be 
apprehensive about a Boston tea party. 
But the people of California do have ac- 
cess to the initiative, and there have al- 
ways been elements among the citizenry 
who regard the sales tax as distastefully 
regressive. To many, the use tax is 
particularly loathsome. A proposal to 
outlaw all such taxes might have strong 
ballot appeal. 

How the $500 million now raised by 


sales and use 


taxes would be raised 


otherwise does not presently appear. 


Perhaps those voting to repeal these 
taxes would not be as deeply concerned 
with the answer as would be the legis- 
lators next in session after the initiative 
had passed. It would seem the course 
of prudence to act promptly to remove 
California sales and use taxes from the 
precarious position into which they 
have drifted. 

An effective means of improving 
matters would be for the state to adopt 
an over-all rate that is definitely recog- 
nized as including provision for the 
local governments. This tax would be 
imposed by the state but shared with 
the cities and counties. 

Instead of having a state law, 57 
county ordinances (their supervisors 
want sales taxes, too), and 310 city or- 
dinances (the remaining 146 cities may 
be expected to join the parade), there 
will be one tax, with equitable division 
of proceeds. There will be no need to 
attempt to synchronize the action of 


368 legislative bodies. Anyone with 
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experience in such matters need not be 
reminded of the enormity of such a 
task. 

Apprehension has been expressed that 
a shared tax of this kind might be vio- 
lative of the California Constitution, 
which prohibits the legislature from im- 
posing taxes for municipal purposes. 
Recent interpretations of the constitu- 
tion give assurance, however, that if the 
law is drawn with due care, its validity 
would seem beyond question. 

The California Constitution does not 
forbid local expenditure of state-raised 
funds for state purposes. The courts 
have interpreted liberally what is a state 
purpose within the meaning of this pro- 
vision. The precedent for this type of 
distribution of revenues is so well estab- 
lished in connection with “in lieu” ad 
valorem fees on motor vehicles that it is 
inconceivable that constitutional diffi- 
culties would be encountered in a com- 
parable distribution of sales and use tax 
proceeds. 

Just as place of registration is deci- 
sive in allocating motor vehicle fees, 
place of sale could furnish the basis for 
allocating sales and use taxes to cities 
and counties. This would assign the 
major part of the revenue allocated 
locally to the cities, but it would leave 
fairly substantial amounts for county 
expenditures. 

Because residents of unincorporated 
areas do much of their buying within 
cities, it seems to be the consensus (with 
the possible exception of the thinking 
that it 
would be only fair to utilize some por- 
tion of the tax with respect to city sales 
to supplement the property tax rev- 


of some municipal officials) 


enues with which these rural purchasers 
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are concerned. 
made that the part of the taxes from 


The suggestion has been 


city sales to be so assigned might be a 
fifth, but it seems likely that this would 
meet with determined opposition from 
The 


would be lessened, and perhaps dissi- 


municipal sources. opposition 
pated, if the proportion were reduced to 
a tenth. It would be hard for city of- 
ficials to argue persuasively that the 
residents of unincorporated areas who 
buy within the cities are not entitled to 
at least that much consideration. 

If it should be determined that the 
course of wisdom is to make universal 
the 3!> per cent sales tax that now ap- 
plies to 80 per cent of the retail trade in 
California and to allocate locally one- 
seventh of this (the equivalent of a 14 
of 1 per cent tax), the total amount to 
be apportioned would be at least $75 
million annually. Of this sum, $65 
million would be derived from  trans- 
$10 


from sales in unincorporated areas. 


million 
As- 


signment of 10 per cent of the $65 mil- 


actions within cities and 


lion to the counties would result in this 
ultimate annual apportionment: 
$58,500,000 
$16,500,000 


Cities 
Counties 
The remainder of the 3!2 per cent tax 
would be retained by the and 
would be at least $450 million annually. 
Currently the 


state 
cities are deriving 
from their congeries of local sales and 
use taxes, ranging from !2 of 1 per 
cent to 1! per cent, a total of $43,- 
§00,000 annually. If the integrated 
tax is substituted for the hodgepodge of 
local taxes, the cities would derive an 
additional $15 million from this source, 
not to mention the elimination of local 
administrative expense which, despite 


the paucity of administrative effort, 
must amount to at least a million dol- 
lars annually. Hence, the net gain to 
the cities would be something more 
than $16 million. 

The additional administrative cost so 
far as the state is concerned would be 
insignificant. The appreciable 
added expense would be in calculating 


only 


the basis for allocation and in effecting 
the apportionment of the one-seventh 
assigned to the local governments. Ob- 
viously this would not be great. In 
contrast, the benefit to the California 
retailers, through whom at least 95 per 
cent of the sales and use tax collections 
flow into the public treasuries, would be 
immeasurable. No longer would they 
be plagued by difhiculties that have been 
described so graphically. 

Under such a plan the City of Los 
Angeles, which now derives some $12,- 
750,000 annually from its 12 of 1 per 
cent sales tax less of course administra- 
tive expense, would receive the sum of 
$14 million. The over-all rate would 
be no higher than it now is, 3/4 per 
cent, but the effectiveness of the state 
collection is such that 90 per cent of 13 
of 1 per cent in the state rate would be 
at least $2 million more than the net 
amount now derived from the city tax. 


There would be proportionate alloca- 
tions to the other 44 municipalities in 
Los Angeles County that have sales 


taxes. The allocation to the county 


with respect to sales in unincorporated 
areas, plus 10 per cent of the city sales, 
would be $6,640,000. 
ment to Los Angeles County would 
represent approximately 40 per cent of 
the total of $16,500,000 to be allocated 
to all of the counties of the state. 


This apportion- 
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In San Francisco, of course, there 
would be no necessity for allocation be- 
tween city and county governments be- 
The rev- 
enue to be derived by the city and 
county from its share of the integrated 
tax would be substantially more than it 


cause they are consolidated. 


now derives from its city-administered 
Y of | The estimated 
collections San 
municipal tax for the current fiscal year 


If all of 4% of 1 per 


per cent tax. 


from the Francisco 
are $5 million. 
cent in the state rate should be allocated 
to the city and county, the amount 
would be $7,500,000. 
net gain in revenues for local expendi- 


Obviously, the 


ture would exceed $2.5 million, since 
the cost of administration of the local 
tax must $100,000 
nually. Yet, the over-all sales and use 
tax rate would remain the same—3!% 


approximate an- 


per cent. 

Granted that sound tax policy sup- 
ports the theory that the unit of gov- 
ernment spending money should have 
the responsibility for raising it, the cost 
of adherence to the theory seems exces- 
sive if, in the second largest city of the 
situation de- 


state, it results in the 


scribed. Aside from the decided ad- 
vantage to the city of more revenue 
from an integrated tax with no higher 
rate, the San Francisco retailers would 
be able to avoid disruption of trade and 
excessive compliance costs that now 
plague them. 


Conclusion 


Sales and use taxes seem to afford an 
excellent example of an exception to 
the theory that the unit of government 
spending money should have responsi- 
In. this field of 
taxation there appears to be no room 


bility for raising it. 


Vor. VI 


for multiple taxes without excessive ad- 


ministrative costs, loss of revenue, and 
difficulties that will tend to make sales 
and use taxes an anathema to the re- 
tailers whose cooperation is essential to 
the success of these revenue measures. 
California has long been dedicated to 
a recognition of home rule in local fis- 
All of the larger cities in 
assure 


cal affairs. 
have charters which 
them the right to impose, in one form 
or another, sales or use taxes. Similar 


by so-called 


the state 


privileges are enjoyed 
“sixth class” cities which do not have 
charters but under 
State Government Code provisions. — It 
might be feasible, by means of legisla- 
tive fiat, to deprive the latter of their 
powers to impose local sales and use 


which function 


taxes, but only a constitutional amend- 
ment withdraw 
from the chartered cities. 
is no practical means available to the 
legislature to secure the withdrawal of 
the cities from the sales and use tax 


could this privilege 


Hence, there 


tield—except one. 

That method would be to impose a 
state-wide 3!) per cent tax, represent- 
Ing an increase in a state rate from 3 to 
31, per cent, and to allocate all of this 
increase to the local governments for 
their expenditure for the several state 
purposes in which their administrative 
engaged. — This 
would be predicated upon the require- 


effort is allocation 
ment that no unit of local government 
could share therein if it concurrently 
imposed a similar type of local taxation. 
The law could provide that whenever 
this duplicate taxation occurs, the en- 
tire amount that otherwise would have 
been allocated to the local taxing juris- 
diction would be retained by the state 
and revert to its own general fund. 
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Under such a law, it is apparent that 
there would be no local sales and use 
At the same time the legislature 
would not have made any actual in- 
crease in the over-all rate of taxation 
that already applies to 80 per cent of 
the retail trade in California. 


taxes. 


This is a cure for the real cause of 
California’s sales amd use tax headache 
which, as already indicated, has been 
diagnosed by the retailers themselves as 
occasioned by the excessive complica- 
tions of multiple taxation. Like many 
other remedies, it has some disadvan- 
tages, but only the most obtuse would 
say that the cure is worse than the ill- 
ness. One who would examine the situ- 
ation objectively would conclude with- 
out hesitation that the inconveniences of 


the cure are minor in contrast to the 


advantages of getting rid of the head- 
ache. 

Although painful, headaches are not 
normally fatal. They are the sort of 
illness that, if allowed to persist over- 


long, have been known to drive the 
It would 
seem the part of prudence to effect a 


sufferer to erratic behavior. 


cure before this stage has been reached. 
The legislature of California can cure 
the state’s sales and use tax headache in 
Alternatively, it 
may let the condition, with its use tax 


the manner indicated. 


aggravation, continue until the people 
are driven to such erratic behavior as 
entirely eliminating sales and use taxes 
Then the 
legislature may itself search in some dis- 


from the California scene. 


comfort for alternative sources of some 
$500 million of annual revenue. 





STATE EQUALIZATION OF LOCAL ASSESSMENTS * 


EUGENE C, LEE ¢ 


HE property tax is the oldest major 

source of governmental revenue in 
the United States, and today it con- 
tinues to play an important role in the 
nation’s tax system. Utilized in colonial 
times as a levy on land and frequently 
on improvements, the tax was expanded 
during the 19th century as a state and 
local revenue to include tangible per- 
sonal property and frequently intangi- 
ble property such as stocks and bonds. 
Although constitutional limitations have 
restricted any extended use of property 
the federal 
until World War IL it constituted the 
largest single source of all public rev- 


taxation in tax structure, 


enue—-federal, state, and local com- 
bined. 

State governments have lessened their 
reliance on the property tax in recent 
years, and a number of states now levy 
In 1915, for 
example, 50.5 per cent of state tax col- 
this 


1925 the share had dropped to 27.5 per 


no state property taxes. 


lections came from source. By 


This article 


study under the same title prepared by Mr. Lee as a 


presents excerpts trom a longer 
conduc ted 


Bureau of Pub- 


part ot the legislative research 


for the California Legislature by the 


program 


lic Administration of the University of California, 


Berkeley 


analyst at 
Public Administration of the Uni 
of California, Berkeley 


* The author public administration 
the Bureau of 


versity 


cent, by 1935 to 11.2 per cent, and in 
1952 to only 3.8 per cent, although still 
The tax, how- 
ever, remains by far the most impor- 


totaling $370 million.' 


tant locally collected revenue for all 
local governments, providing, in 1950, 
88.18 per cent of all local government 
Table 1 
amount of locally collected property 


tax collections. indicates the 


taxes by type of government for fiscal 
year 1951.7 


TABLE 1 
Locatty Cotitecrep Property Taxes 
BY Tyres or GoverNMENT, 1951 
As Per Cent 
of Total 
Locally 
Coll ote d 
Taxe 8 


Amount 
(Millions) 


Type of 
Government 


GI ALG 
75.98 
100.00 
94.58 
100.00 


County 
City 
School District * 
Township 
Special District 

Total $7,580 87.92% 

* Comprises only units of school administra- 
tion that are independent units of local gov- 
ernment. 

¥ Includes unsegregable amount from other 
taxes. 


and Figures on Govern 


19$2), pp. 146 47. 


1 Tax Facts 


ment Finance 1952-1953 


Foundation, 


2U. S. Bureau of the Census, Governmental Rev- 
in 1951 


1951, No. 2) 


enn (Governmental Finances in the United 


State 7 


(August, 1952), p. 





EQUALIZATION OF ASSESSMENTS 


Despite the importance and long ex- 
istence of the property tax, it has been 
under frequent attack for many years. 
Perhaps the most repeated criticism 
concerns inequalities in the local assess- 
ment of property, principally real prop- 
erty, the taxes on which constitute an 
estimated 85 per cent of total property 
tax collections. The major types of in- 
equality cited are: 

1. Failure to assess some property. 

2. A general tendency toward un- 

dervaluation. 

A tendency toward a competitive 
undervaluation by different asses- 
sors of types of properties located 
in different taxing districts. 

A tendency for assessors to value 
different properties of the same 
type and value at widely varying 
ratios to true or exchange value. 
A tendency for a given assessor to 
assess low-valued properties at a 
higher ratio to true value than 
properties of — relatively high 
value.” 

It is for such reasons that increased 
state supervision of the local property 
assessment function has been urged, and 
it is against this background that the 


additional 


equalization of local assessments take on 


sroblems requiring state 
ba 


their full meaning. 


THE NATIONAL PATTERN 
The Need for Intercounty Equalization 
Of the many powers of state super- 


vision over the local assessment func- 


tion, probably the most important is 


that of reviewing or equalizing local as- 
sessments and sometimes of performing 


3 Allen and Brownlee, Economics of Public Fi- 
nance (1947), p. 407. 


Review ” is the al- 
individual 
“equalization ” is the alteration, by a 
uniform the assessed 


valuation of a whole group of prop- 


both functions. 
teration of assessments; 
percentage, of 
erties. Both review and equalization 
can also take place at local levels of 
government; for example, in states 
Where township assessors perform the 
original assessment, a county board of 
review and or equalization may be es- 
tablished to supervise and check the 
township assessment function. 

This report is primarily concerned 
with assessment equalization at the state 
level. State equalization typically in- 
the the total 
county assessment roll or of the total 


volves adjustment ot 
valuation of a class of property within 
the 
equalization is created by the failure of 


county. The necessity for such 
local officers in different jurisdictions, 
usually counties, to assess property at a 
state-wide uniform valuation level and 
by the failure of local boards of equali- 
zation to correct resulting differences. 
Thus the and 
market value may often vary from one 


ratio between assessed 
jurisdiction to another or from one class 
of property to another. 

Given these inequalities, state equali- 
zation is needed for the following rea- 
sons: 


lL. Te 


property 


equalize the burden of sfate 


taxes based on assessments 
made by two or more independent local 


districts, usually counties. 

2. To equalize the burden of local 
property taxes on two classes of prop- 
erty which are subject to the same or 
related taxes but are assessed by two or 
more independent agencies—for exam- 
ple, the assessment of utility property 
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for local tax purposes by the state as 
contrasted with the local assessment of 
all other property. 

3. To equalize the burden of local 
property taxes on property located in 
one taxing district but in two or more 
local assessing districts—for example, a 
school district located in two counties. 

4. To equalize the apportionment of 
funds given by the state to local units 
when relates 
directly or indirectly to local assessed 
valuations. 


the distribution formula 


§. To implement local tax rate and 
debt limitations based directly or indi- 
rectly on assessed valuations by  pre- 
venting their nullification through 
overvaluation and their intensification 
through undervaluation. 

6. To equalize the burden of local 


property taxes on different classes of 
property within the jurisdiction of a 
single assessment district when the local 
agency has discriminated in its assess- 
ments between these types without legal 
sanction for doing so. 

7. To equalize the burden of taxes on 
property located in different parts of a 
single assessment district when the local 
agency has discriminated in its assess- 
ments upon property located in differ- 
ent areas without legal sanction for do- 
ing so. 

8. To equalize individual eligibility 
benefits when 


for state-wide welfare 


the eligibility 1S directly or indirectly 


related to the assessed valuation of 
property owned by the recipient. 

9. To equalize individual claims for 
state-wide property tax exemptions, as, 
for example, of the property holdings 
of veterans when the amount of such 
exemptions is based on assessed valua- 


tion. 


Vo. VI 


A survey conducted by the Bureau 
of Public Administration of the Uni- 
versity of California in 1952 resulted in 
the following findings.* Replies from 
all 48 states indicate that 37 states have 
need of equalization because of the state 
assessment of property which is locally 
taxed; in 25 states because a state 
property tax is levied on local assess- 
ments; and in 24 states because state 
grants are distributed to local govern- 
ments on a formula related to local as- 
sessed valuations.’ Taken together, 43 
states report the existence of at least one 
of these conditions requiring equaliza- 
tion and may be said to constitute those 
states with a major need for equaliza- 


tion.” 


! These 


form in the full study cited 


| 3 } 
replies have been assembled in tabular 


ibove 


5 Alabama, Arizona, Arkansas, Colo 
rado, Florida, Georgia, Idaho, Hlinois, Indiana, lowa, 
Kentucky, Louisiana, Maryland, Minnesota, 
Miss uri, Montana, Nebr iska, Nevada, 
New York, North Carolina, North 
Dakota, Ohio, Oklahoma, Oregon, South Carolina, 
South Dakota, Tennessee, Texas, Utah, Vir 
Washington, West Virginia, Wyoming. 


Property which is assessed by the states for return 


California, 


Kansas, 
Mississippi, 
New Mexico, 


gina, 


to local tax rolls, as revealed by the questionnaires, 


usually belongs to gas and electric ut liti 8, railroads, 
teleph mie and telegraph companies, and pipeline com 


panies The property of private car lines, express 


companies, and private water compani is assessed 
and taxed in this manner in several states; in addi 
tion, other miscellaneous types of property are so as- 
ssed und taxed in only one or two states. 

6 Arizona, € olorado, 
Kansas, Kentucky, Louisiana, 
Mississippi, Missouri, 
Nevada, New Mexico, North 
Utah, Washington, West 


W voming. 


Alabama, Idaho, 
Maine, Min- 
Montana, Nebraska, 
Dakota, Ohio, Texas, 
Wisconsin, 


Georgia, 
Indiana, 


nesota, 


Virginia, 


7 California, Colorado, Georgia, Illinois, Indiana, 
Iowa, Kansas, Kentucky, Maine, Maryland, Michigan, 
Montana, New Hampshire, New Jersey, 
New York, Nerth Carolina, North Dakota, Ohio, 
South Dakota, Washington, West Vir- 


gina, W isconsin. 


Minnesota, 


Pennsylvania, 


SAll states but Connecticut, Delaware, Massachu- 


Rhode Island, and Vermont. In Massachusetts 


setts, 


(Footnote continued on next page.) 
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Of these 43 states, 31” actually ex- 
ercise some kind of intercounty equali- 
zation authority, ie., adjust the fotal 


10 


county assessment roll. Eight states 
indicating a need for equalization do 
not actively exercise any intercounty 
equalization authority but do undertake 
review’ responsibilities, i.e., adjust the 


assessments of individual parcels of 
property. 


have intracounty equalization responsi- 


Some of these eight states 


bilities relating to the adjustment of as- 
sessments by classes of property and 
minor tax districts, while several appear 
to have an unexercised 
thority to undertake 
equalization activities. 


statutory au- 


intercounty 
Some are rela- 
tively inactive, even in the review field. 


11 


Four states '' indicating a major need 


for equalization appear to have no 
review or intercounty equalization au- 
thority, although one of the four '* ap- 
pears to have some intracounty equali- 


zation responsibilities, and one’ con- 


ducts an extensive advisory program. 


Of the five states'! with no major 


certain state grant pear to be with loca 
governments 

as fixed by 

recommend tor 

ind taxation 


been made 


* Arizona, Arkansa ilifornia, Colorado, Id 
Hlinoi : Indiana, k Wa, Kansa , Ke itucky, Mair 
Maryland, Michigan, Minnesota, Mississippi, Missouri, 
Montana, Nebraska, New Hampshire, New Mexico, 
New York, North Dakota, Ohio, Oklahoma, Oregon, 
Washington, West 


Pennsylvania’s program relates 


Fennessee, Utah, 
Virginia, Wisconsin 


} 
to equalization 


Pennsylvania, 


between school district . 


ere because of it comprehensive 


10 Alabama, Louisiana, Nevada, New Jer 
| | Dakot 


1 Florida, Ge 


13 Virg ni 


14 See footnote 
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need for equalization, none, as might be 
expected, engages in any intercounty 
equalization program. One,'* however, 
does have responsibilities of a review 
nature. 

The relationship between the specific 
need or combination of needs for inter- 
county equalization and the existence or 
lack of a program is shown by Table 2. 


TABLE 2 


Nepp por INrercounry EMQuaizarion 


(1) (2) (3) 
Number 
ol States 
in Col 2 
Which 
Hav © 
Inter- 
eounty 
Iequali- 
zation 
Programs 


Number 
ol States 
With Need 
for Mquali- 
zation 
Listed 
in Col l 


Ty yr of Ne f a Oo! 
Combination 
of Needs for 
Intercountys 
qu tlization 


Sta 


’ 


ates With Only One 
Need: 
Assessed 
Locally Taxed 
State Property Tax Based 
on Local (sxe 
State Cuants Related to 
Local Assessed Values 
State With 7 
Vore Need 
State Assessed Property 
and State Preperty ‘| ix 
Property Tax and 
Sta Cirants 7 
State Assessed) Property 
and State Grants 
State Assessed Property; 
Property ‘I xX; 
and State Grants 


Total 


State Property 


Ssrnents 


oO or 


estate 


state 


The table indicates that states with a 
program of grants-in-aid based on local 
assessed valuations are more likely to 
have intercounty equalization than 
states which have no such grant pro- 
gram but require equalization for one 


or both of the other major reasons. 


15 Ma achusett 
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This finding is true both when the 
grant program is the only reason for 
requiring equalization and more par- 
ticularly when it is a factor in combina- 
with both of the other 


tion one or 


major reasons. 
The Equalization Process 


[wo processes are involved in any 


state program of local assessment equal- 
(1) 


assessment level in the particular dis- 


ization: the determination of the 
trict under study, ic., the ratio of as- 
sessed to true or market value; and (2) 
action upon this finding taken through 
an equalization order. 

Determination — of 
level. 


ment level of a group of taxable prop- 


the 


The determination of the assess- 


assessment 


erties may refer to all property within 
a given area or to a particular class of 
property in a given area. Either of two 
procedures may be used in an attempt 
to determine the assessment level ob- 
jectively: (1) a sample of taxable prop- 
erty within the particular district or 
class of property may be examined, or 
(2) all 


particular district or class of property 


taxable property within the 
may be reappraised. 

In the sampling procedure, two ap- 
proaches are available to the equaliza- 
tion agency. Sales data from bona fide 
transactions may be employed to deter- 
mine the market value of the property 
in question, or appraisals of property 
Frequently both ap- 
proaches are used, especially when sales 


may be made. 
data for a particular area or class of 
property are insufficient for an accurate 
judgment. 
ment levels tor different areas or lesser 
classes of property, the equalization 


Having determined assess- 


VoL. VI 


agency may then proceed to formulate 
a ratio for the entire district or class. 
The second equalization procedure 
involves the reappraisal by the equali- 
zation agency of all property in a dis- 
trict or of all property of a particular 
class. Such reappraisals are often co- 
operative efforts, as in the recent Colo- 
rado program, involving the staff of 
Re- 
appraisal is frequently related to “ enu- 
merated property,” property which the 
assessor lists by quantity as well as by 
value (e.g., cattle, sheep). 


both the state and local agencies. 


In this case 
the local assessor’s enumeration is usu- 
ally accepted as accurate and multiplied 
by the reappraised value of the indi- 
vidual unit. 

In recent years only a few states have 


attempted the second procedure which 


is, of course, time consuming and ex- 
pensive. Instead, almost all states rely 
on sales data or on limited appraisals (or 
on a combination of the two), selected 
to provide a balanced cross section of 
taxable state. Ap- 
proximately one-fourth of the 31 states 


property in the 


with intercounty equalization programs 
use appraisals, and another one-fourth 
use sales data. The remaining one-half 
utilize both sales data and appraisals, 
often relying on the latter to gain in- 
about classes of 
property for which the sales data pro- 
vide an insufficient sample. 


formation areas or 


Equalization orders. Once the assess- 
ment level or ratio is determined for the 
various districts or classes of property, 
two methods are available whereby the 
state may effect equalization: 

1. The state may order the local as- 
sessor to adjust by a fixed percentage 
every property valuation (either that 





No. 2 EQUALIZATION 


of all the property in the area or that of 
the particular class of property in ques- 
tion) in order to bring the valuations 
line with 


into the levels prevailing 


throughout the state. The adjusted as- 
sessment roll is used for all tax pur- 
poses, local as well as state. 
dure is the 
method of equalization. 

2. The state may leave the local roll 
unchanged but adjust other factors re- 


This proce- 


termed uniform ratio 


lated to the assessment level. kor ex- 


ample, the effective rate of a state prop- 


erty tax based on local assessments may 


be increased or decreased from county 
to county, depending on the assessment 
level of the county, or the value of state 
assessed property returned to local tax 
rolls may be adjusted to the local assess- 
ment ratio. State grants-in-aid distrib- 
uted on the basis of local assessed valua- 
In 
each of these cases, all of which are ex- 
amples of the turiable ratio method of 


tions may be similarly adjusted. 


equalization, the local assessment roll 
remains unadjusted for local tax pur- 
poses. 

In recommending that equalization 
agencies be allowed to utilize both the 
uniform and variable ratio methods, the 
National Association of Assessing Of- 
ficers’ 1941 report states: 


Each of these types of equalization orders 
has certain advantages. The first has the 
advantage of generally forcing individual 
assessed valuations upward, assuming that 
the equalization goal is the full statutory 
assessment level as it should be, and thus 
exposing cases of overassessment for cor- 
rection in subsequent assessment rolls. It 
also permits extensive equalization by 
classes without complicating the process 
of tax extension or confusing taxpayers 
And, 


finally, some states have statutory or con- 


with a variety of state tax rates. 


Ol 


ASSESSMENTS 181 


stitutional restrictions on tax rates and 


the incurrence of debt which are adapted 
to this type of equalization and which 
would need to be fit the 


rewritten to 


second type of order. 


There are two principal advantages to the 
second type of order. First, it minimizes 
the work required of local officials as the 


With 


forms properly designed for carrying out 


result of an equalization order. 


such orders, the only phase of local tax 


administration affected is the extension 


of taxes. ... 


Partially offsetting this beneficial effect 
on local officials is a slight increase in the 
work of the state agency certify ing state- 
assessed to local 


property governments 


for inclusion in local tax rolls. Each as- 
sessment so certified should be arrived at 
by multiplying the appraised value by an 
equalization ratio. However, the assess- 
ments made by state agencies are usually 
large in amount and small in number, 
and this additional labor is a tiny frac- 
tion of that involved in the division of 
each local assessment by the equalization 


ratio. 


ij he 


orders 


ot 


rates and dis- 


second advantage equalization 


which change tax 
tribution ratios rather than individual as- 
sessment ratios flows from the first. It is 
apparent that equalization agencies issue 


orders reluctance when to do 


Wo! k 
addit ional 
The 


able indic ales th it 


v ith so 
of- 


lox al 


evidence avail- 


MN poses additional upon | cal 


ficials and expense on 


governments, best 
Rreater equity would 
obtain, not only in states with particu- 
larly competent equalization agencies, but 
also in states with agencies of only aver- 
age competence, if this reluctance were 
overcome. Consequently, the second 
type of order, while reducing the work 
ot equalization, tends to increase the ef- 


fectiveness of the equalization process. '8 


ment Organization and Personnel (1941), 
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The 1952 survey indicates that of the 
31 states which engage in some sort of 
intercounty equalization activity, 20 
utilize the uniform ratio method, i.e., 
order an adjustment in local assessment 
rolls; '* eight employ the variable ratio 
method, i.c., adjust factors at the state 
level, leaving the local roll, as such, un- 
changed; '” three employ equalization 
techniques involving both the uniform 
and variable ratio methods.'” It would 
appear that the the 
equalization programs in these states 


effectiveness of 


varies widely; the survey questionnaires 
reveal significant differences in the num- 
ber of staff of the various state agencies 
and in the frequency and thoroughness 
of equalization studies. 

The relationship between the specific 
need or combination of needs for inter- 
county equalization in states with an 
equalization program and the method 


of equalization employed is indicated in 
Table 3. 


Table 3 shows a strong relationship 


between the existence of a state grant 
program based on local assessed values 
and the ratio 


the use of variable 


WW Arizona, 


Indiana, lowa, 


Illinois, 
Missis 
Mexico, 


Utah 


Arkansas, Colorad Idaho, 
Kansas, Mar la d Min ota, 
sippi, Missouri, Montana, Nebra ka, New 


North Dakota, Ohio, Oklahoma, Tenn 


IS Michigan, New Hampshire, New York, Oregon, 
\ ashington, West Virg nia Wisconsin 


Pennsylvania 


WW California, Kentucky, 


thority to use the 


Maine 


ratio 


California’s au 


variable method was sus- 


pended by the legislature in 1951) before being 


suspended it this time In 
1949-§4, the 


utilized and 
Kentucky, for the 


se hool ce 


remains 


period amount of 


jualizvation uid is b ing progressively de- 


creased for any district that fails to keep pace witl 


the required ratios of assessed to market value, which 


are being progressively increased. By 1955 the dis 


it if the dis- 


Maine the 


UNING orporated ter- 


trict assessment ratio must be 86 


D a 
per ce 


trict is to receive amy aid state per- 


forms the original 
ritory and adjusts th s nt rolls of the towns; 
the state figures provide the t tor distribution of 


State grants 


(Vou. VI 


method. Of the 11 states which 
have an equalization program but no 
state grants relating to assessed values, 
only one employs the variable ratio 
method. On the other hand, ten of the 
20 states with equalization programs 


TABLE 3 
Tyrs or Neep ror INreRcOUNTY 
MQUALIZATION 


(2) (3) 
Number 
ol States 

With 

Inter- 
county 
equal 


Number 
of States 
in Col. 2 
W hich Use 
Variable 
zation Ratio 
Program Method 
With Need of Equali- 
Listed zation * 
in Col. 1 


Type of Need or 
Combination 
of Needs for 
Intercounty 
Equalization 


States With Only One 
Need: 

State Assessed 
Locally Taxed 

State Property Tax Based 
on Local 


Prope ry 


Assessments 
State Grants Related to 
Local Assessed \ ilies 


States With Two o 
More Needs: 

State (ssi ssed Prop rty 
and State Property Tax 

State Property Tax and 
State Grants 

State Assessed Properts 
and State Grants . 

State Assessed Property; 
State Prope rtyv Tax; 
and State Grants . 


Total 


* Includes three which also use the 


uniform ratio method, 


states 


and with state grants based on local as- 
the 
Similarly, five of the eight 
states with a state grant program but 


sessments utilize variable ratio 


method. 


no state property tax use the variable 
ratio method; whereas only one of the 
11 states with a state property tax but 
no state grant program utilizes the var- 
table ratio approach. 
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This conclusion is also borne out by a 
review of the major ways in which the 
variable ratio method operates, as indi- 
cated by Table 4. 


TABLE 4 
Uses or Vartaste Ratio Meruop 


(Number of States) * 


State Assessed Property Valuation 
Adjusted , 

State Property Tax Rates Adjusted 2 states 

State Grants Adjusted lecnuts ae 

Local Tax Rate and Debt Limits 
Adjusted 


1 states 
states 
states 


* Eleven states including three states 
also use the uniform ratio method. 


which 
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ment review function, i.e., the author- 
ity to adjust individual assessments 
within the county. (Table 5, Col. 3.) 
In some of these states such an adjust- 
ment may be made only on appeal; in 
others, it may be made on the board’s 
own motion. Twenty-one of these 30 
states exercise intercounty equalization 
as well as review authority. The power 
to adjust individual assessments is pos- 
sessed by 15 of the 23 uniform ratio 
states (including the three which also 
utilize variable ratio techniques) and 
by six of the eight exclusively variable 
ratio states. 


TABLE 5 


{ELATIONSHIP BETWEEN THE INTERCOUNTY 
VARIOUS STATES AND THE AUTHORITY OF THE STATE AGENCY TO 


EauarizaTion Meruop EMpioyep py THE 
ADJUST 


ASSESSMENTS WITHIN THE CouNTY 


Number of States 
Emploving 
Each Type 


of Program 


Type of Equalization Program 


No Review or Equalization Program 


Revie wo oand/or 
Program ere re 
Intercounty Equalization 
and Uniform Ratio Methods .. : 
Intercounty Equalization: Variable Ratio 
Method nen Cea Wiha k ae 
Intercounty Equalization: Uniform Ratic 


Method 


Tntrac ounty Kqu lization 


Source 


(Questionnaires received from {8 state tax and f jualization 


(2) (3) (4) (5) 


Number of States in Col. 2 Which 
May Change Unequalized 
Assessments 


By Class of 
Property 


hv Minor 


By Item 
' District 


0 0 


6 
14 


1S 30 


Bureau of Publie 


igenecies 


Administration, University of California, October, 1952. 


Powers of State Equalization and or 


Revicu 


As 
states ~ 


Agen ies 


Table 5, in 30 
the state agency has an assess- 


indicated in 


-" Alabama, Arizona, Colorado, 
Towa, Kansas, Kentucky, Louisiana, Maryland, Massa- 
chusetts, Michigan, Minnesota, Missouri, Montana, 
Nevada, New Hampshire, New Jersey, New Mexico, 
North Carolina, Ohio, Oregon, South Carolina, Sout! 


Idaho, Indiana, 


Thirty-three state agencies“! have 


Dakota, Tennessee, lrah, 
ginia, Wisconsin, Wyoming 


Wa hington, West Vir- 


“1 Alabama, 


rado, Georgia, 


Arizona, Arkansas, 
Idaho, illinois, Indiana, Iowa, Kansas, 
Kentucky, Louisiana, Maryland, Michigan, Minnesota, 
Mississippi, Missouri, Montana, Nebraska, Nevada, 
New New Mexico, New York, North 
Carolina, North Dakota, Ohio, Oklahoma, Oregon, 
Tennessee, Utah, Wyom 


California, Colo- 


Hampshire, 


South Carolina, ing 
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the power to adjust assessment levels 
within the county by class of property. 
(Table 5, Col. 4.) 
an agency may adjust the valuation of 


For example, such 


real estate in County A, leaving the 
valuation of improvements untouched. 
According to the National Association 
of Assessing Officers’ 1941 report: 


The tax laws of a few states specify what 
constitutes a class of property for equali- 
zation purposes. Such laws usually di- 
vide real estate into at least two classes 
—rural and urban or land and improve- 
ments—and personal property into a half 
dozen or more classes. Customarily, each 
category appearing in the assessment roll 
and in the abstract forwarded to the state 
board of equalization is considered a sepa- 
rate class when the law is silent on this 


point.** 


While there is no significant differ- 
ence in power to review individual as- 
sessments between states using the uni- 
form or variable ratio method, there is 
a marked difference in practice regard- 
ing adjustment by class of property. 
Twenty-two of the 23 uniform ratio 
states (including the three which also 
utilize variable ratio techniques) have 
the power to adjust by class of prop- 
erty, while only four of the eight ex- 
clusively variable ratio states possess this 
power. 

In 21 
the power to adjust assessments by 
districts 
county), a practice which might be 


states “’ the state agency has 


minor (districts within a 


22 Assessment Organization and Personnel 


P 297, 


1941), 


23 Arizona, Arkansas, 
Kansas, Kentuc ky, 
Minnesota, Montana, New 
Carolina, North Dakota, 
lina,’ Utah, Wyoming. 


Indiana, Towa, 
Louisiana, Maryland, Michigan, 
Jersey, New York, North 


Ohio, Oregon, South Caro 


Illinois, 
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necessitated, for example, by geograph- 
ical inequalities in the original assess- 
ment not satisfactorily adjusted at the 
county level. (Table 5, Col. 5.) In- 
cluded within this total are 13 of the 23 
uniform ratio states (including the three 
which also utilize variable ratio tech- 
niques) and three of the eight exclu- 
sively variable ratio states. 

From the findings in the preceding 
sections, it would appear that the vari- 
able ratio method of intercounty equali- 
zation is more common in those states 


which do not levy a state property tax 


on local assessments and in which there 
is no state equalization by class of prop- 
erty below the county level. On the 
other hand, the uniform ratio method 
is more common where there is a state 
property tax and where the state has 
the power to adjust by class of property 
within the total county assessment roll. 

A reason for this difference of prac- 
tice is suggested in the National As- 
sociation of Assessing Officers’ report 
which points out that use of the vari- 
able ratio method in states with a state 
property tax, and in which equalization 
adjustments are made by class of prop- 
erty, would require that the state tax 
rate be varied not only from one dis- 
trict to another but at times from one 
class of property to another within a 
“ Apparently,” stated 
the report, “ this has been thought to 
violate constitutional provisions for uni- 
formity in tax rates (which it probably 
does not) or to introduce complications 


single county. 


in tax extension which more than offset 
the advantage of leaving assessed values 
unchanged.” *! 


“4 Assessment Organization and Personnel (1 d41), 
p. 311, 
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Publication of assessment ratios. The 
question of whether the state equaliza- 
tion agency should publish its findings 
of the assessment ratios in the various 
counties has been a controversial one. 
The 1952 survey, however, indicates 
that approximately 80 per cent of the 
states with intercounty equalization pro- 
grams, including all of the exclusively 
variable ratio states, publish assessment 
ratio figures. 


STATE SUPERVISION OF AND ASSISTANCE 
TO LOCAL ASSESSMENT AGENCIES 


In addition to the growth of review 
and equalization activities, there has 
been a trend in recent years toward 
other methods of state supervision of 
and assistance to local assessment agen- 
cies. Of 40 states responding to a Uni- 
versity of Oklahoma questionnaire ~° 
circulated in 1950, 26 
marked toward 
state control of local agencies, 14 noted 
no change over previous practice, while 
no state indicated a trend away from 


reported a 


tendency increased 


central control. 
In 40 states, the Oklahoma survey re- 
ports, a specific or implied constitu- 


tional or statutory power provides that 


a designated state agency shall exercise 
“ general supervisory power” over the 
assessment function and the local ofh- 
cials concerned with its administration, 
although, as has been indicated above, 
not all states exercise this authority. 
In the remaining eight states," the law 


“oH. O. Waldby, Recent Trends 
vision of General Property Assessment U 
of Oklahoma: Research, 


February, 1951), p. 1 Most of the findings in this 


in State Super- 
versity 
Bureau of Government 
section on general state based on ques 


from 40° states’ and 


practice ite 


tionnaires received summarized 


in the above report. 
“© Delaware, 


Rhode Island 


Georgia, Ma 
South Dakota, 


fails to provide for state exercise of any 
general supervisory power. However, 
of these eight states, Pennsylvania has 
extensive equalization — responsibilities, 
and Virginia engages in a large advisory 
program. South Dakota and Georgia 
also have some review and equalization 
authority, respectively. 

State supervision is exercised in many 
ways. The Oklahoma study indicates 
that the laws of at least 39 states au- 
thorize the state agency to render ad- 
vice and issue instructions to local as- 
sessment officials. For example, 22 of 
the 40 reporting states have the power 
to issue administrative rules and regu- 
lations amplifying and supplementing 
the statutes governing assessment prac- 
tices. 

According to the Oklahoma report, 
in at least 31 states there has been a de- 
cided trend toward the holding of 
group meetings of local assessors at 
either the state or district level. 
conferences often are valuable from a 


These 


training standpoint and for such mat- 
ters as the clarification of state direc- 
tives. A general requirement in 34 
states is the submission of prescribed re- 
ports to the state agency by the local 
official. The type of report most com- 
monly submitted is an abstract of the 
assessment roll. 

Many states employ field representa- 
tives to confer with and advise local as- 
sessors and frequently to check on the 
accuracy of local records and compli- 
ance with state regulations. Nineteen 
of 40 states replying to the 1950 Okla- 
homa questionnaire employ field repre- 
sentatives, while in 11 other states 
members of the tax commission or other 
representatives of the state agency visit 


local offices at irregular intervals. 
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Most states exercise control over the 
forms to be used in property assessment 
proceedings; the Oklahoma study shows 
at least 37 states possessing such au- 
thority. On the other hand, a rarely 
discharged responsibility is that given 
23 of the states to initiate action against 
local assessors if they violate the statutes 
by swearing to false returns, accepting 
Even less 
often does the state agency employ the 


unsworn returns, or the like. 


power, which it has in 17 states, to re- 
move or initiate the removal of assessors 
for incompetence, neglect of duty, and 
similar causes. 

Both states with and without equali- 
zation and or review programs perform 
The 
1952 Bureau of Public Administration 
that 
two-thirds of the 31 state agencies with 
powers also 
exercise supervision over local assessors 


the functions described above. 


survey indicates approximately 


intercounty equalization 


and or assist in the establishment of as- 
sessment standards. Of the nine states 
with no intercounty equalization au- 
thority but which do have review re- 
sponsibilities, six also perform  super- 
vision and standards work, while four 
of the eight states with neither inter- 
county equalization nor review author- 
ity are engaged in this type of activity. 
CONCLUSION 

1951, E. 

that the 


many states from the state property tax 
field has meant that, “ There has often 


Writing in A. Maynard 


pointed out withdrawal of 


been a tendency for the state to with- 
“4 . 


draw from, or reduce its participation 
Far 
too frequently,” he observed, “ we have 


in property tax administration. 


not kept up with state participation in 


Voit. VI 


property tax administration to the ex- 
tent required and desirable to secure 
reasonably effective administration.” ** 

Recently, however, there has been a 
decided trend in the direction of in- 
creased state supervision and assistance 
in the local assessment function and a 
definite growth of state equalization 
activity. 
the result of the fact that state grants 


This has been in large part 


to local government, many of which are 
based directly or indirectly on assessed 
valuations, have increased to record 
levels since World War II. In addition, 
local tax rate and debt limitations have 
been strained to the breaking point in 
the postwar years in a contest between 
underassessment and rising costs of 
government operation, and the pres- 
sures for equalization have steadily in- 
creased. On this last point, F. J. Shan- 


non observes: 


The situation is fast approaching a crisis 
stage. Fractional assessment has, in 
effect, cut the actual tax rate powers of 
local governments to a fraction of their 

After 
reached its 


legal entitlement. a unit of 


government has maximum 
rate limitation, its future budgetary pol- 
icy is largely in the hands of the assessor. 
The decision made in his office as to the 
percentage of market value that will be 
used for almost 


assessment purposes is 


controlling. . . . Thus we have the spec- 
tacle of the county assessor, W hose sole 
function is to find and value property at 
its full value, charting the fiscal policy 
of most local governments.”* 


“7 "State Supervision and Assistance in Illinois,” 
National Association of Othcers Papers, 
1951 (17th Conference), p. 80. 


Assessing 


“8 Recent Statewide Programs to Improve Local 
Assessments,” National Tax Association Proceedings, 


1951, pp. 166-67. 
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To meet these and other problems re- 
lated to assessment and equalization, 
state governments have undertaken two 


types of programs, the improvement of 


local assessment and the extension of 
state equalization activities. To most 
observers, both approaches appear nec- 
essary, as typified in the statement, 
“ While equalization is no substitute for 
good local assessments, it can do much 
to 
ments.” 


encourage improved local  assess- 


The importance of the original assess- 
ment and of the proper organization 
and administration of the local assessing 
function, together with the difhculties 
and inadequacies of any program of 
state equalization which is based upon 
faulty local assessments, are perhaps the 
most common themes found in the re- 
cent literature on this subject. 

Many of the post-World War II de- 
velopments in state equalization activ- 
ities correspond to 
made by the National Association of 


recommendations 
Assessing Officers in 1941. In conclu- 
sion, a restatement of their findings re- 
lating to equalization agencies would 
appear to be in order.*” 


in Property 


A. Myers and R. A. Stout, “ Recent Trends 
Tax Equalization,” National Tax Journal, 


June, 1950, p. 186 


3 Assessment Organization and Personnel (1941), 


pp. 312-22 
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The need for local equalization agen- 


cies | beneath the county level! should 


be removed by the enlargement of 


local assessment districts, by tunce- 
tionalization and close coordination of 
the work of deputy assessors, and by 
an expansion of the activities of state 


equalization agencies. 


A state equalization agency should be 


maintained in at least those states 
or 
of 


in. which 


which impose taxes, share taxes, 


make grants-in aid on the basis 


local assessed valuations, or 
some property is state assessed but iS 


taxed at local rates or at an average 


of local rates. 


Members of an equalization agency 


should be chosen at large by a person 


or persons representing the whole 
equalization district and not by repre- 


sentatives of portions ot the district. 


Equalization agencies should be given 
powers of assessment review unless in- 
dependent agencies for assessment. re- 
view and for assessment supervision 
exist on the same level, in W hich case 
the equalization function should be 
assigned to the supervisory agency. 

State equalization agencies should be 
tax 


permitted to equalize by minor 


districts and by classes of property as 


well as by counties. 


Equalization agencies should be given 
the option of ordering changes in in- 
valuations or in 


dividual assessed tax 


rates and distribution ratios. 





THE MUNICIPAL INCOME TAX 


A JANUS 


IN DISGUISE 


ROBERT A. 


HE WAVE of municipal income 

tax popularity World 
War Il has temporarily subsided. It 
must not be thought that the growth 
starting originally in 1939 in  Phila- 
delphia and the sudden postwar spurt 
in Pennsylvania, Ohio, Kentucky, and 
Missouri (St. Louis) has finally ceased 
since constitutional or legislative restric- 


following 


tions in most of the other states are act- 
ing as an unnatural barrier to further 
municipal interest. Should this restric- 
tive control over municipal tax discre- 
tion be altered in the future, then one 
of the most complicated and confused 
problems of intergovernmental tax co- 
ordination and equity is bound to ap- 
pear The present 
limited pattern serves notice that at- 


on a major scale. 


tempts at federal, state, and local tax 


coordination might be drastically sabo- 
taged if municipal income taxation ex- 
pands further and if complete authority 
and control over administration are 
vested locally. 

Thus far, only 276 municipal or 
school district income taxes exist, with 


Pennsylvania accounting for 263 of this 


th ot Re- 
au 


SIGAFOOS * 


number. None of these taxes has a rate 
higher than 114 none has 
progressive rates; and none applies to 
unearned income. Only one city per- 
mits any exemption, and this is justified 
purely on the grounds of administrative 
convenience. Individuals pay on gross 
income, and business and_ professions 
The tax is a sub- 
approxi- 


per cent, 


pay on net profits. 
stantial revenue producer; 
mately 30 per cent of total annual tax 
revenues in these units has been repre- 
sented by municipal income tax re- 
ceipts. 

Out of the that this 
growth may possibly spread further, 
two general problems, both of which 
concern the multiple taxation of in- 
The 


great density of local governments gives 


realization 


come, are bound to be intensified. 


rise to the possibility of considerable 
overlapping of tax jurisdictions with re- 
sultant double taxation in those num- 
erous cases Where the taxpayer’s income 
source and his domicile are different. 
The other problem concerns the addi- 
tional income tax burden by another 
level of government in addition to the 
federa! and more than likely the state 
are examined 


levels. These two issues 


more fully. 
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I. DOUBLE TAXATION AT THE 
LOCAL LEVEL 


All municipalities with income tax 
except four Kentucky cities tax their 
residents for all earned income regard- 
less of its source; and all units includ- 
ing the Kentucky cities are taxing non- 
residents for that portion of income 
earned within the taxing municipality.' 
The current pattern of municipal in- 
come taxation, if continued in its pres- 
ent attempt to tax personal income 
both at the place of the origin of the 
income and at the domicile of the tax- 
payer, could lead to double taxation of 
those taxpayers who lived in one mu- 
nicipality and received all or a portion 
of their income in another. 

The same problem is found in regard 
to state income taxation where some 
states tax according to the origin of the 
income and others tax according to resi- 
dence. The United States Supreme 
Court has upheld the right of states to 
determine their own method of taxing 
income.” With regard to the states, 
and the same would seem to hold true 
for municipalities also, a case can be 
made for both the place of the income’s 
origin and the place of residence taxing 
the income. The place of its origin pro- 
tects the property from which the in- 
come originates, and the place of resi- 
dence protects and serves the recipient 
in his personal capacity. 

Despite the established right of two 
different jurisdictions to make a tax 


1 Pennsylvania’s broad local taxing law, Act 481, 


as amended by Act 246 of 1949, prohibits school 


districts from taxing the incomes of nonresidents 


The theory behind this prohibition is that school 
districts provide no services to nonresident local em- 


ploy ces. 


2 Cohn v. Graves, 300 U. §. 308 (1937). 
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claim on the same income, there is the 
inequity or double taxation which af- 
fects the unfortunate taxpayer who 
happens to gain his income from more 
than The solution 
rests in establishing one government as 


one jurisdiction. 
the exclusive recipient of the tax rev- 
enue. 
their income tax laws crediting a tax- 
payer for payment made to another 
state if the other state grants like treat- 


Many states have provisions in 


ment to its residents. This solution, 


which is employed in Youngstown, 
Dayton, and Springfield, means that the 
place of the income’s origin receives the 
tax. 


more 


Conceivably the origin basis is 
dithcult to 
domicile tax basis which has the ad- 


administer than a 


vantage of confining the administra- 
The 


domicile solution which is used in Penn- 


tion of the tax to one jurisdiction. 


sylvania municipalities permits the place 
of residence to have the exclusive right 
to the tax revenues. 

It is difficult to justify one solution 
at the expense of the other. For in- 
stance, if the urban-rural fringe prob- 
lem is deemed serious enough in regard 
to the heavy drain on the central city 
imposed by its large nonresident work- 
ing population ,and its nonresident in- 
vestment income recipients, then there 
are justifiable reasons for the central 
city to impose its income tax on non- 
residerits as well as residents for the 
services, facilities, and economic oppor- 
tunity provided by the city. On the 
other hand, the taxpayer owes his pri- 
mary allegiance to his domicile for the 
personal benefits which a resident de- 
rives from the government under which 
he is domiciled. Nonresidents are pre- 
sumed to receive like benefits from their 
own place of residence. 
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A. possible reconciliation would be 
that suggested by the National Tax As- 
sociation committees on the Model Plan 
of State and Local Taxation (1933) 
and on Multiple Personal Income 'Tax- 
ation (1947).° 
ommended that state personal income 
taxes should be levied consistently upon 


These committees rec- 


the principle of taxing everyone at his 
place of domicile for the support of the 


government under which he lives and 
that the property tax should be levied 
upon tangible property at its situs. 
This means that states 
would grant the taxpayer a credit for 
the tax paid in the state of domicile. 


nonresident 


The same reasoning would seem to ap- 
ply concerning municipal income taxa- 
tion, although this was not a concern of 
the above committees. The crediting 
device permitting a taxpayer to deduct 
the tax paid at the place of the income’s 
origin from the tax due at the domicile 
involves additional administrative de- 
tail in establishing and maintaining a 
series of reciprocal agreements among 
the various municipalities. 

From the standpoint of insuring full 
compliance, taxation exclusively at 
domicile may not be able to overcome 
the problem of migration in the case of 
individuals who may move from one 
jurisdiction to another before their tax 
Where income is with- 
held by employers, no loss can occur if 
It is 
with the taxpayers filing individually 
that 
Despite potential losses through migra- 


becomes due. 
the taxpayer migrates elsewhere. 
some evasion may take place. 


tion, however, it would appear that 
there is still more advantage to taxing 


3 Proceedings of the Nationél Tax 
1933, p. 363; and 1947, pp. 308-312. 


Association, 
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at the domicile exclusively rather than 
erecting a complicated intermunicipal 
crediting device. The costs of auditing 
taxpayers would be considerably greater 
if more than one local government unit 
had rights over a person’s income. 
Taxation of corporate net income is 
not nearly so complicated a problem as 


All of the 


municipalities now taxing corporate net 


taxation of personal income. 


income permit allocation of the incomes 
of domestic and foreign corporations. 
Thus far the 
“* Massachusetts where in- 
come is allocated on the basis of tan- 


gible property, payrolls, and gross sales. 


these units have used 


formula ” 


There is some justification for permit- 
ting the jurisdiction of the origin of the 
income to continue to tax this income 
only at the place of origin. At least 
there is general uniformity of procedure 
currently. 


Il. INCOME TAXATION AT THREE LEVELS 
-——FEDERAL, STATE, AND LOCAL 


Additions to the number of munici- 
pal income taxes now in effect will 
probably bring about an increase in the 
number of cases where the federal, 
state, and local personal income tax 
systems overlap.* Currently triple tax- 
ation occurs to taxpayers in Louisville 
and three other Kentucky cities, and in 
St. Louis. No problem is found in 
Pennsylvania or Ohio where no state 
personal income tax exists at present. 

Administratively this addition means 
that thousands of taxpayers must pre- 
pare another tax return which the ex- 
perience to date suggests has little or no 


4 It is possible that five different units of govern- 


ment could tax incomes. These units are the fed- 


eral, State, county, municipal (or town or towne 


ship), and school district governments. 
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uniformity to state and federal income 
tax returns. However, the large ma- 
jority of taxpayers who earn income 
only as employees escape the burden of 
filing an additional return. Recent 
municipal income tax history indicates 
that approximately three-fourths of the 
tax revenues are withheld by employers. 
Yet the additional administrative bur- 
den in this case is shifted to the em- 
ployers who are charged with the re- 
sponsibility of collecting and remitting 
these tax funds to the municipalities. 


Possible Effects of Overlapping Tax 
Systems ® 


Additional overlapping of federal, 
state, and local income taxes may be 
caused in the future by each level of 
government attempting to exploit this 
lucrative Three 
general problems are bound to appear if 


source of revenue. 
the movement reaches larger propor- 
tions: (1) the possibility of excessive 
tax burden on the individual taxpayer; 
(2) the probable impairment of the 
federal government’s principal source of 
revenue; and (3) the waste and ineth- 
ciency caused by the existence of sepa- 
rate tax administrative facilities. 

In regard to the first of these prob- 
lems, the aggregate tax burden imposed 
on certain taxpayers may become un- 
duly excessive if federal rates continue 
to rise and as state and local units at- 
tempt to utilize their taxes with much 
heavier rates than they are currently 


doing. If fairly steep progression is 


5 The author gained considerable background for 


this section from the Commission on Organization 
of the Executive Branch of che Government, Fed- 
eral-State Relations by the Council of State Govern- 
Washington, D. C., 1949 


ments, (The Hoover Re- 


port). 


added in the local systems and if un- 
earned income remains exempt because 
of state pre-emption, then many of the 
earned income taxpayers would be more 
severely burdened than at present. 
The federal government might be 
unable to exploit the income tax in the 
future if the state and local rates should 
greatly exceed limited 
rates. However, since the federal in- 
come tax is so much greater in over-all 
tax dollar effect on the taxpayer, the 
state and tax 
would still be light in comparison to the 
federal income tax even if present rates 
were increased moderately." Some au- 
thorities believe that the income tax 
should be limited to the federal govern- 
ment because it would overcome juris- 
diction barriers of state and local gov- 
ernments, and it could be administered 
more equitably and at lower cost." As 
it stands currently, the heavy federal 


their present 


local income burden 


income tax on the low income groups 
has deterred the states from lowering 
their exemptions in order to gain more 


revenue.” The same is true concerning 


© The 


capita individual income 


most measurement of national per 
tax burden indicates that of 
the total per capita income tax of $107.92, the fed- 
eral income tax is responsible for $103.61; state in 
come taxes account for $3.97; and local income taxes 
account for $.33. (Department of Commerce, Sta 
tistical Abstract of the United States, 1950, p. 352.) 
In major income tax cities the approximate per cap 
follows for 
Philadelphia, $23; Louisville, $13; Columbus, 
Toledo, $23 


Large City Finances in 1950, p. 10.) 


ita revenue from the income tax is as 
1950 


$8.70: and (Bureau of the Censu 


, 


In Kentucky, 


where both state and municipal income taxes exist, 
the per Capita state income tax for 1950 was $3.85 
(Bureau of the Census, State Government Finances 


in 1951, p. 8.) 


‘James A. 
eralism in the 
Studies No. 79, 


Maxwell, The Fiscal Impact of Fed- 
United States, Harvard F¢ 
1946, pp 407-408 


nomic 


of the Executive 
op. cit., p. 95. 


*Commission on Organization 


' 
Sranch of the Government, 
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the reason why many states maintain 
little progression in their rates beyond 
$10,000 of taxable income.” For these 
same reasons municipalities could not 
hope to grant low exemptions and add 
extensive progression because additional 
the same 
migration 


intensive exploitation of 


sources might cause mass 


from the heavy taxing municipality. 
Some of the strain is taken off overlap- 
ping taxation because the federal gov- 
ernment allows the deduction of state 
and local income taxes paid,'” and about 
one-half of the states permit the deduc- 
tion of the federal income tax in com- 
puting taxable income. In addition, 
Kentucky and Missouri permit deduc- 
tions of local taxes in computing the 


No local 


income tax ordinance permits the de- 


state income tax liability.” 


duction of any taxes paid to any state 
or the federal government except taxes 
which are deductible in determining 
“net profits” of a business, profession, 
and so forth. 

Reciprocal deductibility of state in- 
come tax payments from the federal in- 
come tax base, and vice versa, is prac- 
ticed between 19 statés and the federal 
government as a means of establishing 
a degree of federal-state income tax co- 
ordination. Conceivably the inclusion 
of municipal governments in these two- 
Way arrangements might considerably 
lighten the burden on the higher-in- 
comed, local taxpayers. If such a de- 
vice were adopted locally, however, it 
would cause a considerable reduction in 
revenue in addition to interjecting what 


9 Thad 
10 Internal Revert 


Kentucky 


Revised Stati 


11 See 
Missouri 
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municipal tax officials might call inter- 
ference with local rights and revenue 
responsibilities. If graduated rates 
should ever be adopted locally, reciproc- 
ity would also affect the scale of rates. 
Reciprocal deductibility would dimin- 
ish progressivity considerably in the 
case of larger income subject to the fed- 
eral income tax. 


The third feature of overlapping is 


the additional costs of compliance of 
taxpayers and costs of tax 
tion to the governments 
Each government working 


administra- 
concerned. 
alone in its 
administration is performing many 
tasks at heavy expense which could be 
the 


three levels should greater efficiency be 


performed cooperatively among 


sought. Much of the revenue collected 
at all levels which is now used to cover 
costs of administration could be saved 
for governmental use if coordination 
could be installed. 


Il, POSSIBLE AID FROM 


SUPPLEMENTS 


INCOME TAX 

The administrative difficulties which 
prevent effective utilization of the mu- 
nicipal income tax may be partially 
overcome by the use of tax supple- 
ments. Here the state or federal gov- 
ernment, depending on the agreement, 
would administer the tax for the mu- 
nicipalities by collecting the revenues 
The tax 
rate might be established locally and 


for the latter governments. 


added to the state or federal income tax 
rates within the limits set by state or 
To establish a workable 
plan, the municipalities would have to 


national law. 


adopt the same base as the two higher 
governments, depending on which unit 
the supplementary tax arrangement is 
made. 
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Possibly more competent staffs could 
be assembled under a joint administra- 
tive plan. Representation can be given 
to each level of government in the ac- 
tual operation of the agreement to keep 
the supplement still local in control, yet 
Rates could be 
changed locally to meet the demands of 


The 


administered federally. 


the required operating revenue. 
plan incorporates flexibility. 

A further advantage is that munici- 
palities of varied size could utilize sup- 
plements. The smaller municipalities 
where administrative ability often seems 
to be inadequate to control a local in- 
come tax (which in the future might 
possibly include exemptions, graduated 
rates, and unearned income) would be 
saved the cost of setting up the expen- 
sive collection machinery which other- 
wise would be necessary. 

The barrier to the successful fruition 
of supplements to the federal income 
tax in the United States is the possibil- 
ity that the states in general weuld not 
permit their municipal corporations to 
enter into supplement agreements for 
fear that local sovereignty would be 
handed to a higher level of government. 
Even though municipalities should re- 
tain the final decision as to adding their 
rates to the federal income tax system, 
there would probably be suspicion on 
the part of home rule advocates that the 
federal government is bound to en- 
Uni- 
formity of definitions would be essen- 
tial. 


croach upon the municipalities. 


There seems to be no _ reason, 
however, why some alterations could 
not be worked into the joiat returns to 


permit the municipalities to establish 


their own exemption pattern as well as 


rates. Furthermore, there appears to be 
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no reason to suppose that conflicts on 
technical points, such as the establish- 
ment of withholding tables for the 
separate local governments, could not 
be overcome by mutual agreement be- 
tween local tax officials and state tax or 
Costs 
would be lessened considerably through 


United States Treasury officials. 


pooling administrative machinery. 
Federal tax administration otters the 
better possibility of success in overcom- 
ing 
riers. 


jurisdictional administrative bar- 
The state is a limited jurisdic- 
tional area and has essentially the same 
problems on a magnified scale that are 
found in local income tax administra- 


tion. Federal income tax administra- 
tion is able to overcome the problem of 
federal ad- 
ministrative control might be viewed 


with suspicion (and this is one of the 


double taxation. Though 


obstacles which would have to be over- 
come before such a plan could operate), 
the 
would be one-sided in favor of munici- 


actually benefit of supplements 


palities which would become the recip- 
ients of more efficient administration. 
Conclusion 


further dif- 


fusion of the income tax down to the 


The over-all effect of 
municipal level 15 bound to cause mo- 
ments of anxiety to those persons who 
have been preparing a better foundation 
The 


possible contusion and chaos involved 


for intergoy ernment coordination. 


in interjurisdictional tax administration 
may cause the collapse of what could 
possibly be made an equitabie local tax 
capable of yielding substantial revenues. 
Uniformity of procedures in establish- 
ing the rightful recipient of tax rev- 
enues should be determined now before 
the situation gets out of control. 





THEORETICAL EFFECT OF INCOME AVERAGING 
FOR TAX PURPOSES ON INVESTMENT 
INCENTIVES 


MAURICE C, 


T has been generally agreed that the ef- 
fect of averaging of negative and posi- 


tive income through loss offsets for tax pur- 


poses will increase the readiness of investors 


to make investments. It has further been 
agreed that averaging of positive incomes 
for tax purposes will increase the readiness 
of investors to undertake risky as opposed 
to relatively conservative investments. 
Such averaging tends to remove the differ- 
ential tax burden on fluctuating incomes 
which results from progressivity. 

Opinion about the effect of averaging on 
the size of the total investment flow is not 
so clearly established. On the one hand, it 
is possible that the risky investment under- 
taken will be added to a constant amount 
of the more conservative type of invest- 
ment; in this case the investment flow will 
increase. However, the revenue loss result- 
ing from the blunting of the progressivity 
of the tax system caused by the introduc- 
tion of averaging must be recovered else- 
where, presumably by raising the rztes of 


The author is instructor at the School of Busi- 


ness Administration of the University of Minnesota. 
He wishes to thank Professors Walter Heller, Joseph 
McKenna, and Andreas Papandreou, and Mr. Larry 


Remington for their help and suggestions 
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taxation for each bracket enough to recoup 
the loss. This increase in taxation on per- 
sons with steady incomes might lead them, 
the argument runs, to invest less in the 
“safe”? investment area, which means that 
the increase in risky investment might be 
offset by a smaller, equal, or greater decrease 
in the safer investments. ‘Thus, it appears 
to be impossible to predict whether the total 
flow of investment will increase, decrease, or 
remain constant as a result of the averaging 
of positive incomes for tax purposes. 

This note will attempt to show theoreti- 
cally that the most adverse effect possible on 
investment as a result of income averaging 
will leave the investment stream as great as 
it was before but with a different distribu- 
tion between safe and risky investments and 
with a different distribution of the tax bur- 
den between persons with fluctuating and 
steady incomes. 

This is the limiting case. In any other 
over-all 
and 


case investment will increase in 


amount. Income will also increase, 
hence the revenue loss will be smaller than 
that which would occur if investment. re- 
mained constant. The favorable effect on 
investment will, therefore, result in a lower 
average rate of taxation than existed before 


the introduction of averaging. 
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result. of with 


As a 


fluctuating incomes will enjoy a tax reduc- 


averaging, persons 


tion in the amount, X. ‘To recoup the rev- 
enue loss, we assume that the government 
bracket 


have to ratse the 


that 


would initially 


rates suthciently so taxpayers as a 


whole would pay increased taxes in the 


amount, X. Thus, two opposing: adjust- 


ments will occur in the national income. 
As a result of the averaging, national in- 

come will rise by the amount of the tax re- 

duction, X, multiplied by the tax multi- 


the same time national income 


plier. At 


i 


1=—o& 


(1) AY =(-xX)[- 


Qis the marginal propensity to consume. 


the amount of increased taxa- 


will fall by 
tion, X, multiplied by the tax multiplier. 


a 
(2) cides ET 


Thus it would appear that the rise in in- 


come caused by the tax relief resulting 
from averaging is just balanced by the fall 
the tax rate increases 
But 


if income is unchanged as a result of the 


in income caused by 
Mecessary to recover the revenue loss. 
shift in tax burdens, then, all other things 
remaining equal, the total amount of in- 
vestment, though not its distribution, is also 
unchanged. 

There are a number of assumptions im- 
plicit in this conclusion. (1) We assume 
that the tax multiplier for those receiving 
tax relief is the same as the tax multiplier 
for the larger body of taxpayers for whom 
tax payments have increased. Although 
insufficient data are available to support an 
unequivocal statement concerning the dis- 
tribution by size of income of the benefits 
of averaging, it is clear that the benefits to 


lower income groups will be large as a result 
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of eliminating the wastage of exemptions. 
Elimination of such wastage which involves 
movement from a 22.2 per cent rate to a 
zero rate confers appreciable tax benefits. 
Therefore it seems reasonable to conclude 
that the introduction of averaging will not 
materially shift tax burdens from higher to 
lower income groups and that the assump- 
tion of identity of the tax multipliers is not 
unreasonable. 

2) We assume above that the marginal 
propensity for net new investment out of 
the tax reduction is zero either because per- 
sons receiving tax benefits invest none of 
these benefits and persons paying higher 
taxes do not reduce their investment or be- 
cause the amount of investment undertaken 
by those enjoying a tax reduction is just 
equal to the decrease in investment by those 
who must bear heavier taxes. “The marginal 


propensity for net new investment out of 
tax reductions cannot be less than Zero (1.¢., 
causing total investment to drop) because 
as long as the tax multipliers are equal, in- 
come cannot drop and, therefore, invest- 
fall either. 
about the tax multiplier also assures us that 


ment Cannot The assumption 
consumption will not fall in the ageregate 
as well. ‘This assumption about the mar- 
ginal propensity for net new investment out 
of tax reductions is a very severe one, and I 
shall show below that there 1S good reason 
to believe that this propensity will be 
greater than zero. 

But before proceeding to this point it will 
be valuable to restate equations (1) and 
(2) in such a way as to make the change in 
investment specific for us. As they now 
read, these equations show the changes in 
consumption and income, but there is no 
investment term. If we add an investment 


term, it will be concerned not with the 


change in consumption resulting from the 
tax change, but with the change in saving 
resulting from the tax change. In 


X) (1 


saving increase or decrease occasioned by 


equa- 
tions (la) and (2a) ( z) is the 
the tax change; and a is the proportion of 


their saving increase which those benefiting 
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from averaging will invest, while } is the 
proportion of their saving decrease which 
those adversely affected by the higher rates 
will disinvest. 


A. 
(ia) Ay =] (x){( —— 
1-¢ 


5 1 
La(X)(1 — &)) 


1-A+ 455 


fd -« . ° 
\2 is the marginal rate of taxation. 


of 
(2a) Ay ( 0 ; ) 
1-& 


1 
(t 


(— X)(— 4)! — 
1—- 4+ 48 


(Note that signs of X and of the tax multi- 
pliers have been reversed in the two equa- 
tions so that it would be possible to combine 
the tax and investment multiplier effects in 
the same equation.) 


It has been shown abox € that mn the most 


adverse case investment will) remain the 


same as a result of averaging. This means, 
in terms of equations (la) and (2a), that 
either both a and / are 7ero, In W hich case 
the investment terms ¢ incel, or that a and 
b have the same value, in which case the 
cancel and thus no net 


mvestment terms 


new investment and no net disinvestment 
occur, 


Actually 


that a, the proportion of saving invested by 


there is good reason to believe 


taxpayers benefiting from averaging, is 
greater than b, the proportion ot saving dis 
invested by those with higher tax burdens. 
Phe assumption of those who discuss averag 
ing of positive incomes in relation to invest- 
ment incentives is that persons in high surtax 
brackets with fluctuating incomes are likely 
If this 


assumption is correct (and if it is not, the 


to be the risk takers of our society. 


whole discussion of the relation of averag- 

ing to investment mecentives has been use 
. 1 

less), then it is not unreasonable to suppose 


that these willing risk takers, investment 
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optumists if you will, conceive of a marginal 


efficiency of capital schedule which is 
greater than the marginal ethciency of cap- 
ital schedule envisaged by recipients of high 
incomes. ‘The latter, who are 


and stable 


more conservative investors, are among 
those who bear the burden of an averaging 
system. ‘This means that given any amount 
of saving available for investment, the risk 
taker will invest a greater proportion of it 
than his more conservative fellows. In 
other words, it means that a is greater than 
b and that net new investment will result 
from the redistribution of income effected 
by tax averaging. 

national in- 


Therefore the increase in 


come caused by the tax dec rease for those 
with fluctuating incomes is greater than the 
decrease in national income caused by the 
increase in bracket rates for taxpayers as a 
whole. As a result of this rise in national 
income, the rise in tax rates necessary to re- 
cover the revenue loss occasioned by aver- 
aging would be less than if income had not 
there is less inducement 


increased. ‘Thus 


for persons with steady income to reduce 
their investments as a result of the shift in 
And so the likelihood that 


such averaging will induce net new invest- 


tax burdens. 


ment is stronger still because less disinvest- 
ment would have to be offset before any 
gross investment out of tax reductions be- 
came net new investment. 

This note has tried to demonstrate that 
not only will averaging of positive incomes 
favor risky as opposed to safe investments 
but that it 
crease in total investment (the more prob- 


will also lead either to an in 


able alternative) or, at worst, to a continu- 
ance of the same amount of total invest- 


The 


character of the multipliers are obviously 


ment. assumptions concerning the 


very important in this analysis. If there is 
some reason why these multipliers should be 
very different from what has been assumed 
here, then this analysis would be incorrect. 
This writer does not see why so extreme a 


difference should exist. 
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The Taxation of Corporate Surplus Ac- 

cumulations. Joint 
Committee on the Economic Report by 
James K. HAct. 


ment Printing Othce, 1952. 


Prepared for the 


Washington: Govern- 
Pp. 260. 


After all the alarming literature on the 
subject of Section 102 of the Internal Rev- 
enue Code pouring from tax accountants, 
lawyers, law teachers,! and business advisory 
services, it is refreshing to read an objec- 
tive, independent analysis of the whole sub- 
ject by an economist. In his study, The 
Taxation of Corporate Surplus Accumula- 
tions, prepared for the Joint Committee 
on the Economic Report, Professor James 
K. Hall reaches the conclusion that Section 
102 is not a “ saber-toothed tiger” or other 
metaphoric horror, as some tax writers have 
characterized it. On the contrary, he feels 
the statute has been conservatively admin- 
and fact, need additional 


istered may, in 


dental work to be effective. Perhaps upon 
this definitive monograph we might con- 
clude the literature on the subject for the 
time being. Yet new cases are being de- 
cided, “reasonable needs of the business’ 
vary with our changing economic condi- 
tions, and tax periodicals are still burgeon- 
ing. Under these circumstances disagree- 
ment with Professor Hall has already begun 
to appear in print. 

Professor Hall has made a careful study 
of all phases of the provision, including its 
economic effects, the way in which it has 
been administered, its interpretation by the 
courts, and current proposals for modifica- 
tion. He has had the distinct advantage of 


relying not only upon a questionnaire is- 
sued by the Joint Committee on the Eco- 
nomic Report, but also upon a study pub- 


Evo- 


and a 


Institute, entitled 
Section 102, 


lished by the Tax 


nome I fee ts of 


VIn el 


ten 


further survey made by the Brookings In- 
stitution. With his general conclusion— 
that the section has been administered in a 
conservative and cautious manner—lI am in 
agreement and believe his view is adequately 
supported. I do find myself, however, at 
odds with him on several other points which 
will be covered at the end of this paper. 

A number of findings have been docu- 
mented and should be most helpful to tax 
The 
known, of course, but they represented the 
Some of the 


practitioners. litigated cases were 
limits upon our knowledge. 
findings could only be reached after analysis 
of the Section 102 


happily—were made available to the Joint 


assessments, which— 
Committee and Professor Hall by the Bu- 
reau of Internal Revenue. One interesting 
fact, for example, is that for the years 1940 
to 1950 (including the first six months of 
1950) 
ments under Section 102 was 919, of which 


the total number of known assess- 


less than 100 were made in every year ex- 
cept 1941, 1942, and 1949. (pp. 107-9.) 
The data relied upon are not complete but 
represent probably two-thirds of all cases. 
Some highly qualified members of the tax 
bar would say these statistics prove little in 
respect to actual practice within the Bureau 
the fact 


of Internal Revenue in view of 
that agents use it frequently as a bargaining 
‘club”’) in 


point or a threat (or even a 


obtaining a settlement. Some instances of 
this are probably true, but nevertheless the 
data tend to show that Section 102 has in 
fact been applied only in extreme cases. 
Thus the statute’s primary function might 
be described as psychological. 

Another point whick, is forcefully demon- 
strated in Professor Hall’s report is the sig- 
nificance of liquidity in the application of 
Section 102. In connection with assessed 
corporations Professor Hall found that the 
ratio of liquid assets to total assests in every 
year of a ten-year period, 1938 to 1948, 
was at least 58 per cent and in the latter 
least 72 per cent. As he 


five years at 
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points out, the data “ strongly suggest that 
Section 102 


ments by the Bureau, assuming the corpo- 


the critical factor in assess- 
ration is Closely held and subject to control 
by a limited number of persons, is corporate 
liquidity. The ratio of earned surplus to 
total assets is not, per se, significant because 
a high ratio of earned surplus may simply 
represent a long previous plough-back of 
earnings into real investment—which is a 
legitimate reason for the retention of earn- 
ines.” | (ps 123.). The 
makes has generally been recognized by the 


point which he 


courts with the exception of the opinion in 
United 
States,” where the appellate judge empha- 


the World Publishing Company v. 


sized the size of surplus as a factor in as- 
serting the penalty. 
Hall fur- 


ther fact that Section 102 has been applied 


Professor has established the 
by the Bureau almost exclusively to corpo- 


rations which are very closely held—so 
closely held, in fact, that direct corporate 
control can be attributed to particular in- 
dividuals whose circumstances would indi- 
cate a financial interest in personal surtax 
116.) 


analysis of the ten-year assessments, 75 per 


avoidance. — (p. According to his 


cent involved less than five individuals 
owning voting stock, and 85 per cent in- 
volved less than ten. He maintains that the 
so-called public corporation 1s conspicuously 
(and erroneously) absent from the list of 
corporations which have been subject to 
102 and that the Bureau in its application 
of the section has directed its principal at- 
tention to what might be regarded as the 
extreme cases of concentrated control. 

A fourth general conclusion reached from 
the data and of interest to practitioners is 
the size of companies involved. The largest 
number of taxpayers which were subject to 
assessment is found to be in the class of 
companies having assets ranging from $1 
million to $5 million (approximately one 
One fifth falls within the class 
of $500,000 to $1 million and another fifth 


$100,000 to 


quarter). 


in the class of $250,000. 


“169 F.(2d) 186 (C.A. 10th, 1948) 
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These facts are not entirely unexpected as 
the firm has to be on the one hand rich and 
profitable enough to induce surtax avoid- 
ance, but on the other hand small enough 
to remain closely held. 

Following his analysis of general Bureau 
administration and of the data already re- 
ferred to, Professor Hall has made a sys- 
tematic study of the litigated cases, and he 
concludes that the large proportion of deci- 
sions adverse to the government (slightly 
more than half) strongly evidences the con- 
156.) He 
finds they have been sympathetic listeners 


servatism of the courts. (p. 
to taxpayer corporations who have come 


forward with evidence to support their 
needs for surplus accumulations and their 
explanations that there is no purpose of per- 
sonal surtax avoidance. (p. 174.) 

All the recommendations made by Pro- 
fessor Hall rest upon the premise that no 
matter how much businessmen and tax 
counsel may complain about it, a section 
like 102 is an integral and essential part of 
This 


erally accepted by the tax bar, although 


the Revenue Code. premise is gen- 
prominent commerce associations urge the 
repeal of the section entirely.” Its impor- 
tance becomes clear when it is realized that 
Section 102 is the only protection presently 
provided against’ taxpayer avoidance of 
personal surtax through corporate retention 
of earnings. Furthermore, Professor Hall 
recognizes that the real significance of the 
section as a penal tax is not indicated by 
the revenue collected from the assessed cor- 
porations, but rather by the effect which 
the section induces in forcing investment 
by the corpor tion and the payment of 
dividends in order to avoid excessive liquid- 
ity. 

As to specific suggestions, Professor Hall 
that 
Washington Central Records file with  re- 


concludes the discontinuance of the 


spect to Section 102 recommendations by 


3 See recommendations of the Committee on Taxa- 
Revenue of the Commerce and In- 
Association of New York, discussed in New 


Times, Feb. 8, 


tion and Public 
dustry 


York 1953 
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the field should be re-established in the in- 
terest of more adequate and uniform en- 
3S.) 


less of the efforts toward Bureau decentrali- 


forcement of the law. (p. Regard- 
zation, it appears reasonable that uniformity 
must be maintained in the administration 
of a section having a test so broad and nec- 
essarily vague as the “reasonable needs of 
the business.”” It can, in fact, be subject to 
abuse in the hands of overzealous revenue 
agents. Another recommendation which he 
makes is that consideration should be given 
to increasing the rate of the tax. The top 
rate of 38.5 per cent has not moved upward 
to keep pace with the increases in personal 
surtax rates, and he points out a tendency 
since 1942 toward decreasing anxiety over 
the tax by reason of the reduction in its 
(pp. 135, 188.) 
connection it is interesting to know that 


relative ‘‘ cost.” In this 
there are several taxpayers who voluntarily 
pay the Section 102 penalty, along with the 
income tax, without contest. 

Professor Hall also feels that the decision 
of the Bureau was sound to incorporate 
question 8 in the 1946 corporate return. 
This compelled all corporations to state 
their reasons for retention if they had dis- 
tributed less than 70 per cent of their earn- 
ings and profits. Despite public objection 
to it, inclusion of such a question appears 
to be a sound method of simplifying the 
Bureau’s dithcult administrative problems— 
it aids in sifting out the clearest potential 
violators. Taxpayers place themselves on 
record “ with reasons which could later be 
checked against the actual corporate use of 
BS.) I 
believe the Bureau’s major mistake in 1946 


the surplus accumulation.” — (p. 


was to require an explanation from ail cor- 
porations, irrespective of stock, diversifica- 
tion, under the guise of administering Sec- 
102. 
recognized it as a 


tion The Commissioner should have 
loophole statute and 
limited the question to corporate taxpayers 
in which there was some reasonable possibil- 
ity of identifying a “ purpose to avoid,” or, 


more specifically, to corporations with a 
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substantial percentage of stock owned di- 
rectly or indirectly by a small number of 
persons. 

There are several suggestions in Professor 
Hall’s work with which I venture to differ. 
One is that serious consideration should be 
given to the application of Section 102 in 
the case of public corporations. Perhaps 
the difference may be only definitional as to 


what a public corporation is; yet one can 


question his emphasis upon the fact that 


widely held companies may be effectively 
controlled by a few individuals with a mi- 
180.) He 


quotes from a minority stockholder at an 


nority of voting stock.  (p. 


annual meeting who said, “ It is quite pos- 
sible for such a small minority to wreak 
great hardship and injustice on the large 
body of small stockholders by favoring 
small dividends and huge withholdings of 
earnings.” (p. 26.) | would agree with 
Professor Hall that it is not wise to limit 
the application of Section 102 specifically 
by statute, for a public corporation is not 
easily definable. On the other hand, where 


management controls the corporation 
through a relatively small percentage of 
stock, there are many motives other than 
avoidance of surtax upon the shareholder- 
directors which might be responsible for re- 
tention of earnings. The directors, for ex- 
ample, might decide to expand on the 
theory that a company which is not grow- 
ing is probably in decline, or in order to 
develop a place for young executives, or to 
(as dis- 


benefit themselves as management 


tinguished from stockholders). Conceiv- 
ably they might want to be the executives 
of a larger company, with the power and 
perquisites which it offers, and the greater 
rewards available in the form of bonuses, 
stock options, deferred compensation, and 
participation in pension and profit sharing 
plans. Furthermore, though I have no sup- 
porting data, | would venture to suggest 
that—typically—the accumulation of prof- 
its ina closely held concern will benefit the 


stockholder more directly than in the case 
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of publicly held corporations. For example, 
one of the inducements for reinvestment is 
the ultimate liquidation or sale of the cor- 
poration at capital gains rate; the likelihood 
of such a disposition of a public corporation 
is more remote. It would appear to me that 
perhaps the underlying concern of Professor 
Hall may be that we do not have a statute 
On this 


I shall not venture an opinion, but I believe 


like the undistributed profits tax. 


that Section 102 should not be used as such 
and should remain limited to its generic 
function. The words of the statute, the 
and the 
cases establish that the law is directed at 


surtax avoidance and nothing more. 


legislative history, interpreting 


Another point on which I find disagree- 
ment with Professor Hall is the possible 
suggestion that not only an optional but an 
actual mandatory partnership provision 
might be advisable as a solution of the Sec- 
tion 102 problem. It is quite true that it 
would constitute an adequate solution in 
the majority of cases. But the basic ques- 
tion is broader than Section 102, or even 
tax policy—whether, in terms of our econ- 
omy and the development of small business, 
the corporate (tax) system should not be 
available in order to make possible the 
growth of enterprise through retention of 
profits. In other words, in the light of per- 
sonal tax rates today, the corporation may 
be the only device by which small business 
can actually expand. 

Finally, without differing with Professor 
Hall, | hope that he, and all of us, will 
consider a problem so well raised by Pro- 
Smith in the symposium of 
165.) 


Smith there pointed out that: 


fessor Dan T. 


the Tax Institute.  (p. Professor 


Again and again remarks have been made 
what fear, 
though they fear unreasonably and il- 


as to business men even 
logically. Various of the periodical arti- 
cles, indicating that the Tax Court is 
usually very reasonable, seem to me fre- 


quently to miss the point, because of the 
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many people who aren’t willing to liti- 
gate or who aren’t fully versed in what 
the Tax Court may hold. We've had a 
good deal of evidence here that business 
action is frequently taken ignorantly and 
unreasonably. This suggests that in a 
variety of ways, both through business 
associations and through governmental 
agencies, some of those fears might be al- 
leviated, perhaps by restatements of Con- 
gressional and administrative intent. 


I fully agree with Professor Smith: the 
actual facts may be much different from 
what taxpayers believe them to be. There 
are too many business and tax advisory 
make business con- 
102. 


benefit of 


services which small 


stantly apprehensive about Section 
Such 


sophisticated tax lawyers who advise clients 


firms do not have the 
every day that with proper advance plan- 
ning the rewards of tax avoidance outweigh 
the risks of a Section 102 penalty. Under 
these conditions the Bureau cannot be ex- 
statute 

Stull 


it behooves treasury officials and all respon- 


pected to depreciate publicly a 


whose whole utility is psychological. 


sible tax experts to advise their audiences 
not only of the circumstances under which 
Section 102 will be imposed but of those 


under which it will not be imposed. 


WitiiaM L, 
Northwestern University 


CARY 


Financial History of the United States by 
PAUL SrTupDENSKI and HerMan_ E., 
Krooss. New York: McGraw-Hill Book 


Go., F952. Pp. §28. 


This book provides, as does no other to 


my knowledge, a kaleidoscopic view of the 
financial history of the United States from 


the colonial period to the present time. To 


book 


contains into a single volume necessarily 


compress the information that the 
means that the book is more a catalogue of 
events than a discussion of issues. But as 


such it is extremely valuable. 
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When 
tend to be abrupt 


issues are discussed, judgments 


and unsubstantiated. 
For instance, the following statement with 
respect to Civil War finance can hardly be 


accepted as self-evident: 


Some writers have ascribed the price 
inflation almost entirely to the issuance of 
greenbacks, but this is a mistaken view. 
Even if greenbacks had not been issued 
and bonds had been sold at whatever 
price they would bring in the market, in- 
flation would have taken place. It would 
have merely taken another form—that of 
monetization of the debt through the is- 
sue of bank currency or the creation of 
bank credit. The basic mistake was the 
failure to impose taxes vigorously. Once 
the government was forced to rely on 
credit, the exact form of credit expan- 
sion was not so important as assumed by 
some historians. (pp. 147, 148.) 


The book is a welcome reminder that ac- 
tive discussion of fiscal and monetary pol- 
icy did not begin in the decade of the 


ha rd 


corre- 


and the 
soft 


thirties; controversy over 


versus money by no means 
sponded to any distinction between political 
parties. The Jacksonian Democrats were 
for hard money, and their Whig adversaries 
Cleveland 


a hard-money man, but his views antago- 


were for credit expansion. was 


nized his party in the West and South, and 


the Democratic Party espoused the cause of 
After World War I 


the Wilson administration wanted to retire 


silver in the nineties. 


It was denounced as “ un- 
The Na- 


Manufacturers 


national debt. 
just, uneconomic and deceitful.” 
Association of 


tional pro- 


claimed that “relief from an undue tax 
burden is not a privilege but a right. A 
continuing surplus of revenue justifies a 
steady demand for relief until revenue is 
reduced to the reasonable requirements of 
government.” (p. 310.) The fiscal policies 
of Andrew Mellon followed this point of 
view. President Roosevelt was elected on a 
budget-balancing platform, and the first 


few months ot his administration Saw the 


most ruthless economy measures the coun- 
try had experienced. 

The book reminds us of the important 
fact that until the 1890's the recurrent fis- 
cal problem of the federal government was 
the disposition of budget surpluses rather 
than the avoidance of deficits. Except in 
time of war, customs duties persistently 
provided the government with more rev- 
enue than it was spending. The surpluses 
were not synchronized with bond matu- 
rities; the government could not buy bonds 
in the open market; and therefore it was 
feared that the accumulation of Treasury 
cash would be deflationary. Consequently, 
the federal government was under continual 
pressure to increase its expenditures or to 
distribute the surpluses to the states. — Pro- 
tectionist pressure usually ruled out the tax 
reduction. Our budgetary problems of re- 
cent years arise in part from the fact that 
our financial institutions have grown up in 
an environment of surplus disposal. 

From the annual reports of the Secretary 
of the Treasury, the authors have extracted 
statistics of revenues and expenditures in as 
much detail as is available. 
that this 
undertaken. 


It is especially 
useful laborious task has been 

I particularly commend the book to stu- 
dents who are seeking thesis topics. We 
are still in search of light on fiscal and 
monetary matters; and examination of the 
historical record is a fruitful approach that 
has been too much neglected, particularly 


in this field. 
ARTHUR SMITHIES 
Harvard University 
B. SAvAGcE. Mon- 


treal: Kingsland Publications, 1952. Pp. 
146. $3.00. 


Tax-Saving. By Huon 


This volume discusses methods by which 
the Canadian businessman can minimize his 
tax liabilities. It considers especially the 


tax problems of the family business in 


Canada. 
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and Business Concentration. 
Princeton, New Jersey: 


Inc., 1952. 


Taxation 


Institute, 
$5.00. 


Tax 
Pp. vin + 264. 
This volume records the proceedings of a 
symposium held by the Tax Institute in 
1950 on the effects of taxation on business 
concentration. The scope of the volume is 
aptly described in its foreword as follows: 


The symposium is introduced with an 
exploration into the question of whether 
business concentration is on the increase. 
That question is further spelled out in 
discussions of the trend in specific areas 
—retailing and tobacco manufacture. 

In Part If the participants deal with 
federal tax policy as it affects retention 
of earnings for business growth and sur- 
vival. Attention is focused on retained 
profits, depreciation andthe 
carry-forward and carry-back provisions 
of the Internal Revenue Code. 

The competition posed by tax-exempt 


reserves, 


types of business enterprise is discussed 
from different viewpoints in Pare IIL. 
Parts IV and V come to grips with the 
specific tax provisions upon which the is- 
sue of concentration is usually centered. 
These include income taxes, as they af- 
fect business growth; estate taxes as an 
influence on business survival; corpora- 
tion tax provisions which are commonly 
regarded as fostering the trend toward 
business concentration. 

Ihe concluding paper serves to relate 
the discussion of the specific tax areas to 
a reconsideration of the 
business taxation. 


principles of 


The 


quality, provide a useful emphasis 


papers, though of very uneven 
on the 
diversity and range of tax effects which 
tend in one way or another to affect the de- 


gree of business concentration. 


Bureau of Internal Revenue: Procedure and 


Practice. Chicago: Commerce Clearing 


House, Inc., 1953. Pp. 95. $1.00. 
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Sixth Report of the Commission on State 
Tax Policy: The General Property Tax in 
New Jersey. By THE COMMISSION ON 
State Tax Portcy. Trenton, New 
Jersey: 1953. Pp. xxxvin + 


238. 


February, 


This volume examines the general prop- 
erty tax in New Jersey. It presents an his- 
torical survey of the development of the 
tax; a consideration of assessment results 
with respect to residential and commercial 


and industrial properties; and a discussion 


Later 
chapters consider arguments for and against 


of factors influencing assessments. 


property tax limits and administrative prob- 
lems in connection with the tax. 

The Commission recommends the follow- 
ing four point improvement of the assess- 
ment of the general property tax in New 
Jersey: 


First, the establishment of workable as- 
sessment districts—the county unit; 

Second, the installation of profession- 
ally qualified assessors on a full-time em- 
ployment basis; 

Third, revision of the property tax law 
to require assessments on a biennial basis 
and according to an objective formula; 
and 

Fourth, new standards and methods of 
taxpayer compliance to make the assess- 
ment process a cooperative effort between 
the assessor and the taxpayer. 


In the judgment of the Commission, 


these are the minimum requirements to 
general property tax of New 
Jersey on a fair and defensible basis and to 


place the 


eliminate the gross discriminations that now 
exist among taxpayers, classes of property, 
and tax districts. 


Procedure and Practice Before the Tax 
Court of the United States. 13th Edi- 
tion. Clearing 

$3.00. 


Commerce 
Pp. 285. 


Chicago: 
House, Inc., 1953. 
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United States Nonresident 
Aliens and Foreign Corporations. By 
Nem F. PHicwips. 


well 


Taxation of 


Toronto: The Cars- 


Company, Limited, 1952. — Pp. 


XXXVib > 379, 

The objective of this book, as stated by 
the author, is to explain the taxation in the 
United States of the income of nonresident 
aliens and foreign corporations, that is, the 
United States 
United States citizens who are not residents 


income taxation of non- 
of the United States and of corporations not 
organized under the laws of the United 
States or any of its political subdivisions. 
The book is addressed to lawyers who 
have a basic understanding of the under- 
lying tax law and is highly technical in 
nature. No attempt is made to explain the 
underlying law in a way that would be 
intelligible to the lay reader. As the au- 
thor states, “ This book is designed to be an 
interpretation of a field of tax law, and can 
only be effective if the reader can refer to 
the basic law that is being interpreted.” 
The author places particular emphasis on 
the fact that the book covers the various 
tax conventions governing the treatment of 
foreign entities by the United States and 
the underlying sections of the Internal Rev- 
enue Code; both are included in his analysis. 
He warns that “ the conventions are in ad- 
dition to, and not in lieu of, the regular 
Code provisions applicable to foreign en- 
tities, and they can only serve to eliminate 
or vary for the taxpayer’s benefit the 
United States tax on items which otherwise 


would be taxable.” 


Federal Income Taxation. 1953 Edition. 
By STANLEY S. SURREY AND WILLIAM C. 
Brooklyn: The 


1953. Pp. 


Foundation 
1308. 


WARKEN. 


Press, Inc., xl vii 


$9.00, 


The 1953 edition of this volume brings 


up to date the original 1950 edition of this 
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basic textbook. The revised edition, like 


its predecessor, is restricted to federal in- 


come taxation. It is designed for courses 
devoting 45 hours or more to federal in- 
come taxation and for seminars in this field, 
and it is a companion volume to Surrey and 
Warren, Federal Estate and Gift Taxes, 
Cases and Materials. 

In the revised edition the basic arrange- 
ment of the cases and materials has not been 
altered. 
6, dealing with gains and losses from the 


The main changes are in Chapter 


disposition of property, and in Chapter 8 on 
partnerships and partners. In other areas 
new material has been added, such as de- 
ferred compensation in Chapter 5, the char- 
acter of the shareholders investment loss in 
Chapter 9, and the splitting of the cor- 
porate enterprise in Chapter 10. 


The Special Assessment Today with 
Emphasis on the Michigan Experience. 
By Witiam O. Winter. (Michigan 

Studies, No. 26.) Ann 


Arbor, Michigan: Bureau of Government, 


Governmental 


Institute of Public Administration, Uni- 
versity of Michigan, 1952. 183. 


$2.00. 


Pp. xi: 


This volume constitutes the first attempt 
since 1930 to evaluate the special assessment 
in Michigan. It was sponsored by the In- 
stitute of Public Administration of the Uni- 
versity of Michigan and the Michigan Mu- 
nicipal League. The author, assistant pro- 


fessor of government at Southern Illinois 
University, has combined the elements of a 
manual with a theoretical analysis, thus 
widening the appeal of the volume. 


| he 


parts. 


study censists of three principal 


Part I is an examination of the 
background and theory of the special as- 
sessment. Part II is an evaluation of the 
past use and abuses of the special assessment 
in Michigan and of its future possibilities. 


Part Ill 


manual on the special assessment by city 


is designed to be offered as a 


and village ofhcials in Michigan. 
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Economic Effects of Section 102. 
New 


Pp. xxii 


Prince- 
Institute, Inc., 


$5.00, 


ton, 
19$.1. 


Jersey: Tax 
314. 


This study, sponsored by the Tax Insti- 
tute, presents the findings of a question- 
naire and panel investigation of the eco- 
nomic effects of Section 102. The volume 
contains a brief preliminary statement of 
the essential facts concerning Section 102, 
a summary presentation of the replies to a 
questionnaire sent to 1,700 practitioners Gn 
the extent to which business decisions were 
influenced by the existence of Section 102, 
and a detailed discussion of two panels on 
Section 102 in which eminent individuals in 
the tax field participated. 

The first of these panels—a fact-finding 
panel 


ee 


was designed to “ get at the facts 
concerning the effects of this feature of the 
income tax.”” The second (and later) panel 
was devoted to a policy discussion of Sec- 
102. 
had available the factual data assembled by 
the questionnaire survey and fact-finding 


panel. 


tion The participants in this panel 


The dis¢ ussion of both these panels 
is published in detail. The book also con- 
tains a helpful summary outline of the 
questionnaire survey and panel discussions. 

The general technique employed in this 
investigation has proved to be a highly use- 
ful means of presenting firsthand informa- 
tion in an area where the facts are hard to 
ascertain and of emphasizing the diversity 
of business reactions and professional judg- 


ments in a highly controversial area. 


United States Income Taxation of 
United States Investment in Latin 
ica. By DrPARTMENT o1 
Arrairs, UNitep NATIONS. 
January, 1953. 


Private 
Amer- 
| CONOMIC 
New York: 
Pp. 80. 75 cents. 

This study analyzes the provisions of the 
United States tax structure which bear on 


the willingness of private investors in the 


United States to invest in underdeveloped 


countries. It also considers proposals for 


revisions in tax laws currently under discus- 
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sion, highlighting their implications for the 
business decisions of United States investors 
in Latin America. The study is not a 
treatise on the United States tax system as 
it applies to all United States taxpayers, but 
rather stresses those provisions and proposals 
which modify the tax obligations of United 
States investors abroad, and particularly in 
Latin America, or which are of special im- 
portance to them. 

Professor Stanley S. Surrey, Director of 
the Harvard Law School Program in Inter- 
national Taxation, and Dan Throop Smith, 
Professor of Finance, Graduate School of 
Harvard Uni- 
versity, acted as consultants to the Fiscal 


Business Administration of 
Division of the Department of Economic 
Affairs and prepared the main part of the 
attached study on the United States tax 
Ira T. Wender, Esq., of the New 


York Bar, participated with them in the 


system. 


preparation of the study. 


The Tax System of Hawaii. 
M. KAMINS. 
versity of Hawau Press, 1952. 
194... $2.50. 


By RoBERT 
Uni- 


Pp. xu4 


Honolulu, Hawau: 


This volume, first prepared as a doctoral 
dissertation at the University of Chicago, 
presents a critical description and appraisal 
of the Hawaiian tax system at the territorial 
and county levels. It also offers suggestions 
for the improvement of the system in terms 
of its equity, its administration, and its eco- 
nomic effects. Emphasis is placed on a 
comparison with state and local tax struc- 
tures in the United States as a means of 
underscoring the distinctive features of the 
Hawatian system. 

The introductory chapters examine the 
general political and economic base under- 
lying the Hawaiian tax structure and pre- 
sent a summary description of the existing 
tax structure. The separate components of 
the tax structure are then considered in a 
series of chapters dealing with the general 
excise tax, excise taxes on specific com- 


modities; taxes on specific businesses such as 
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banks, public utilities, and insurance com- 
panies; incomes and inheritances; and taxes 
on real property. The latter part of the 
book considers the county tax revenues and 


the territorial tax administration. 


Cases and Materials on Federal Tax Proce- 
By Ricttiarp A. 
Miami 


Pp. 


Second Edition. 
Miami: 


Foundation, 1952. 


dure. 


HIAuUsLeR. Law Center 


a9 


XV fs 


The of this book 
brings up to date the first edition which was 
published in 1949. 


tains the essential features of the first edi 


second edit 1oOn case 


‘| he revised edition re 
tion but with some rearrangement and re- 
grouping of material. 

The objective of the book is to give the 
law graduate the information needed to 
make the law work for his client. Con- 
sistent with this objective, the book is de 
voted exclusively to the various aspects of 
tax practice and procedure as contrasted 


with the rules of substantive tax law. 


of Income in 
ronto: University of Toronto Press, 1952. 
380. 7 


The 


Canada. 


Taxation Cor porate 
| 


RicHarps Prrrie. 


Pp. xvu 00, 


This volume a comprehensive 


description and analysis of corporate income 


presents 
taxation in Canada. The first main chapter 
of the book, about 70 pages in length, sum- 
marizes the Canadian tax treatment of cor- 
porate income. ‘The rest ot the book con- 
sists of a series of analytical chapters deal- 


ing with such topics as: the rationale of the 


corporation income tar; the incidence ot the 


and a series of 
the 


tax; its economic effects; 


more specialized issues such as treat- 
ment of business losses, the valuation of as- 
sets, and the integration of the corporation 
and personal income taxes. 

For American readers the most interest- 


ing aspect of the book is the opportunity 
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which it provides for the comparison of 
Canadian and American practices where the 
two differ. Interesting examples of such 
differences include the treatment of retained 
earnings in closely-held corporations; the 
of the 


hands of individuals; and various aspects of 


treatment corporate dividends in 
depreciation and amortization policies. 

Ihe book is one of several interesting and 
significant studies sponsored in the last two 
or three years by the Canadian Tax Founda- 


tion 


Small Timber Owner and His Federal 
Tax. By Erin T. Wirviams., 
Agriculture Handbook No. 52.) | Wash- 
ington: Office, 
February, 1953. 20 cents. 


Income 
Government Printing 
Pp. v + 55. 

This pamphlet summarizes in nontech- 
nical language the federal income tax pro- 
visions governing the treatment of timber 
lands. It is designed mainly to assist small 
forest-land owners in properly determining 
their income tax liabilities. 
| 


peen 


The publication 
has reviewed and approved by the 


United States Bureau of Internal Revenue. 


Corporate Taxation and Procedure in Penn- 
By LeiaHron 
KREKSTEIN. 


Second Edition. 
AND |. H. 


syluania. 
P. STRADLEY 
Chicago: Commerce Clearing House, 
Inc., 1952. Pp. 544. $7. 
This volume, written primarily for prac- 
of 


the background and current status (late 


dU. 


titioners, presents a detailed disc ussion 


1952) of Pennsylvania’s corporate tax law. 
litle headings, corresponding to taxes im- 


posed by Pennsylvania, are: domestic and 


foreign bonus; capital stock tax; foreign 


franchise tax; taxes on corporate net in- 


come. Fach of these main sections is sub- 
divided into several chapters dealing with 
specific problem areas. The final major sec- 
tion of the book discusses procedure in 


settlement and collection of taxes. 
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EDITOR’S NOTE 


The Na- 


tional Tax Association has kindly granted 


Executive Committee of the 
my request for a year’s leave of absence, ef- 
fective beginning July 1, 1953, from my 
duties as the Editor of the National Tax 
The 


made because of an unusually heavy sched- 


Journal. request for this leave was 
ule of other commitments during the com- 
ing year. 

During this year Professor Lawrence EF. 
Thompson, now Associate Editor of the 
Journal, has been asked by the Executive 
Committee to serve as Acting Editor of the 
Journal and has consented to do so. Pro- 
fessor Thompson has worked actively with 
me during the past two years, and I am 
confident that the Journal will prosper in 
his hands. I expect to be available as an in- 
formal consultant to Professor Thompson. 

During the year beginning July 1, all 
manuseripts and communications for the 
Editor should be addressed to Lawrence E. 
National Tax 


Massa- 


Thompson, Acting Editor, 
Journal, Soldiers Vield, Boston 63, 


chusetts. 


J. KEITH BUTTERS 


1953 CONTERENCE PLANS 


The 


tion, sponsored by the 


1953 Annual Conference on Taxa- 


National Tax As 


NEW 
CALIFORNIA 


Mr, T. I 
California Manufacturers Association 
315 West 9th Street, Los Angeles 15 
Mr. Greeitarp N. Rostvotp, Instructor 
Department of Economics 


Pomona College, 


KNicHT, JR., Legislative Director 


Claremont 


sociation, will be held in Louisville, Ken- 
tucky, on September 28 to October 1, with 
headquarters at the Kentucky Hotel. 

The 
committee working under the able chair- 
J. Lb. Reuther, 
Supervisor of the Southwestern Bell Tele- 


program has been entrusted to a 


manship of General Tax 


phone Company. Preliminary plans call for 
general sessions on federal liquor taxes, the 
tax philosophy of the new national admin- 
istration, and the tax and fiscal policy out- 
look; numerous round tables on property 
taxation, highway finance, capital gains 
taxation, income tax administration, busi- 
ness taxation, and other state and local fi- 
nancial problems; and several luncheon and 
tanquet speakers. 

The local arrangements committee, under 
the chairmanship of Millard Cox, is plan- 
ning a full entertainment program tor the 
ladies, with minor divertissements for the 
male contingent. 

A large attendance is anticipated because 


I lotel 


early 


of the central location of the city. 
accommodations are adequate, but 
reservations arc recommended for those who 
wish to stay at the headquarters hotel. If 
information on hotel reservations has not 
reached you by the time you read this an- 
will be in hands 


nouncement, it vour 


shortly. 


RONALD B. WELCH 


Secretar) 


“MBERS 


Prov. Jacop A. STOCKEIScH 
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Occidental College, Los Angeles 41 
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NATIONAL TAX ASSOCIATION 


Organized 1907 — Incorporated 1930 


OBJECT. The National Tax Association is a non-political, non-sectarian, 
and non-profit-making educational organization. Its object, as stated in its 
certificate of incorporation, is to educate and benefit its members and others by 
promoting the scientific study of taxation and public finance; by encouraging 
research; by collecting, preserving, and diffusing scientific information; by 
organizing conferences; by appointing committees for the investigation of spe- 
cial problems; by formulating and announcing, through the deliberately ex- 
pressed opinion of its conferences, the best informed thought and ripest adminis- 
trative experience available; and by promoting better understanding of the 
common interests of national, state, and local governments in the United 
States and elsewhere, in matters of taxation and public finance and interstate 
and international comity in taxation. 

MEMBERSHIPS. The Association welcomes to its membership, for 
mutual discussion and deliberation, all who may be interested in taxation and 
public finance generally. Annual dues are: junior memberships for individuals 
under thirty-five years of age, $5; senior memberships for government agencies 
and educational institutions and their personnel, $10; senior memberships for 


other individuals and organizations, $15; sustaining memberships, $100 to 
$1,000. 


PUBLICATIONS. The Nationat Tax Journat is published quarterly 
in March, June, September, and December. ProcrEptncs of the annual con- 


ferences on taxation which are sponsored by the Association are published soon 
after the meetings. The JouRNAL and the PRocEEDINGs are sent to members 
without charge. To non-members the price of the JOURNAL is $5.00 per year, 
single numbers, $1.50. The prices of the PROocEEDINGs vary; that of the 1952 
voiume is $6.75. 





Applications for membership, orders for publications, and general inquiries 
should be addressed to Ronald B. Welch, Secretary, National Tax Association, 
P.O. Box 1799, Sacramento 8, California. 
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Wittiam F, CoNNELLY, Connecticut Tax Com- 
missioner 
J. C. Evans, Attorney, Nashville 
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KENNETH W. GemMmiLt, Attorney, Philadelphia : 
Ricuarp B. Goope, International Monetary Fund A. KennetH Eaton, Department of Finance, 
Moatmean M. Kassert, Deputy Commissioner of Dominion of Canada 
Taxation and Finance, State of New York , 
R. H. WaTerMan, Texas & Pacific Railway Com- Pur T. Crarg, Controller of Revenue, Province 
pany and Missouri Pacific Lines, Dallas of Ontario 


and Atlanta 





